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TO RESpongents to the Discussion Paper’ of 
The Commission on the Future Development 
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In February, 1984, the Commission requested 
Professors Richard Bird and Meyer Bucovetsky of the 
Institute: ofMbolscy ‘Analysis ans the Undversity .of 
Toronto to prepare a discussion paper on various 
issues related to private support Pforyunaversities in 
Canadarana inp Ontbartioeanm particular: Si ihis study has 
now been received by the Commission. 


Although Professor Bird and Bucovetsky's 
study was not received in time to make it available 
prior to the startior the Conmissions hearings, 
enough interest has been expressed in the findings 
that we felt that they should be made available to 
those who have responded to the June Discussion Paper 
published by the Commission. 


Lt 2s) op Course, sunderstood schatl “che ustudy. 
represents the work of Professors Bird and Bucovetsky 
and the views expressed are not necessarily those of 
thewcommission. 


We are making available only a limited 
supply of this study and would suggest that if your 
organization requires more than the number received, 
you should make your own arrangements for providing 
additional copies. 


Edmund C. Bovey 
Chairman 


CONTENTS 


Introduction 


Private Philanthropy and University Finance 
The dimensions of private philanthropy 


Private support for universities 
U.S.-Canada comparisons 


Encouraging private philanthropy 


Tax aspects of philanthropy 
Prospects for increased support 


Business-University Relations 
Introductory overview 
ihe research) triangles scovernment— 


business-university 
Prospects for increased support 


Conclusion 


Notes 


Page 


71 


74 


ae 


19. 


LIST OF TABLES 


Individual Charitable Contributions, 
from Taxation Data, 1961-1981. 


ane Pattern of Charitable Donations 
Prom braxeDatayylesi- 


Individual Charitable Contributions 
trom survey Oata.. selectea Years, 


Individual Charvcable: Contnibutians 
by Income Class and Recipient, 1978. 


Corporate Charitable Donations, 1961-81. 
Estimates of Total Giving in Canada, 1979 and 1980. 
The Flow of Charitable Funds, 1980. 


Private Sector (Non-Fee) Support 
of Universities, 1977-80. 


Charitable» Contrabutianseine the Uso slob 2: 


Distribution of Charity) by) Recipient, 
U.S. and Canada, 1980: 


Estimated Response of Charitable Donations to Price 
and Income Changes. 


Formal University-Business Linkages in Ontario. 


University Research Expenditures, 1976-83. 


Page 


5a 


5b 


7a 


7b 


8a 
lda 
lla 


Za 


20a 


2la 


40a 


57a 


219 


Digitized by the Internet Archive 
in 2024 with funding from 
University of Toronto 


https://archive.org/details/39090921010233 


Chapter 1l 


INTRODUCTION 


The terms of reference of the Commission on the Future 
Development of the Universities of Ontario explicitly require it 
to consider "... the role of private sector support in the 


maintenance and enhancement of the physical structures of the 
system." In its initial discussion paper, the Commission in 
effect broadened this task. Among the questions it put forth for 


discussion were two on private support of universities: 


What forms of governmental action through legislation or 
tax revisions would encourage greater personal or 
foundation support for universities? What action should 
universities undertake to increase the level of such 
private sector support? (Question 43) 


What further changes in public funding arrangements would 
encourage industry-university linkages and industry support 
of Ontario universities? What actions or arrangements on 
the part of the universities themselves would facilitate 
such linkage and support? ... What safeguards would be 
desirable to protect the integrity of the universities? 
(Question 42) 


The assumptions underlying these questions are, first, that 
philanthropic contributions to universities "need to be 
substantially increased". In passing, the Commission implicitly 
suggested that this task may not be so difficult because "... the 
level of individual donations to universities in Canada on a per 
3 


capita basis is dramatically less than in the United States." 


Secondly, the Commission says, "closer liaison between industry 
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and the universities and improved support from industry would be 
in the long-run interest of both, and needs to be strongly 
encouraged. Furthermore, it would diversify the sources upon 
which universities are financially dependent." 

The aim of the present paper is to provide some background 
material relevant to these two distinct aspects of private 
support for universities - unrequited gifts and donations from 
individuals, corporations, or foundations on the one hand and 
business support in connection with its "commercial mission"@ on 
the other. Although the limited time and resources available for 
this study have inevitably restricted the breadth and depth of 
its coverage, we have nevertheless attempted both to set out as 
clearly as possible the present and potential quantitative 
importance of both types of private support and also to say at 
least something about the measures universities (and governments) 
might take to foster such support, as well as mentioning some of 
the possible gains and problems from doing so. 

The balance of this report consists of four chapters. 
Chapter 2, on private philanthropy and university finance, 
explores in some detail the rather unsatisfactory data available 
on giving in Canada. Incomplete as it is in some respects, this 
chapter apparently constitutes the most up-to-date and 
comprehensive general treatment of this subject now available. 
Chapter 3 then reviews the tax treatment of giving in Canada and 
considers briefly what might be done to encourage more giving to 
universities in particular. The final substantive chapter, 


Chapter 4, is inevitably less thorough (and less quantitative) in 


its coverage of the more complex and rapidly-changing area of 
business-university relations. Nevertheless, even this brief 
review should help to bring more clearly into focus the 
possibility and limitations of increasing private "commercial" 
support of universities. The final brief chapter of the report 
draws a few general conclusions on the basis of the discussion in 


the preceding chapters. 


Chapter 2 
PRIVATE PHILANTHROPY AND UNIVERSITY FINANCE 


To understand the present and prospective role of private 
philanthropy in university finance, we must have a good idea, 
first, of the dimensions of private philanthropy in Canada - who 
gives what to whom? - and, secondly, of the current size and 
nature of private support of Canadian universities. The next two 
sections are therefore concerned with these two issues. Although 
the available data are unsatisfactory - even contradictory - in 
various ways, the general picture set out in these sections is as 
accurate as possible at the present time. 

Given the uncertainties of the Canadian data, international 
comparisons are obviously even more fraught with difficulties. 
Nevertheless, since Canadians so often take their cue from what 
they perceive to be going on south of the border, the final 
section of this chapter presents some comparisons between the 
United States and Canada - together with a strong caution not to 


make too much of any of these numbers: 


The Dimensions of Private Philanthropy= 


This section first reviews the various sources of data 
available on the size and nature of philanthropic giving in 
Canada and then attempts to bring these disparate figures 


together to provide an overview of giving in Canada. 


The most readily available source of data on charitable 
contributions in Canada is the annual Taxation Statistics 
published by Revenue Canada. As shown in Table 1, in 1981, for 
example, $1.2 billion in itemized contributions to registered 
charities were claimed by 1.6 million taxpayers (10.9 per cent of 
the total number of those filing returns), for an average claim 
of $738 per claiming return. Over the eleven-year span 1971 to 
1981 inclusive the absolute amount of itemized claims grew at a 
Compound annual rate of 15.2 per cent, while the average amount 
per claimant grew 8.2 per cent annually. In real terms, however, 
the average itemized contribution actually declined in recent 
years, for example, from $756 in 1971 (measured in 1981 dollars) 
to $738 in 1981.° 

Some interesting additional inferences may be drawn from 
the available taxation data: for example, that the average 
charitable contribution per itemizing taxpayer is fairly constant 
for taxpayers over 35 years of age although the proportion of all 
taxpayers specifically deducting such contributions rises 
steadily with age (except for the 65 and over class). More 
importantly, as shown in Table 2, there are interesting patterns 
with respect to giving across income classes. In the first 
place, the proportion of taxpayers itemizing charitable 
deductions rises steadily with income to a high of 64 per cent in 
the over $200,000 class. The 0.6 per cent of total itemizers 
found in this highest income class account for 4 per cent of 
total gifts, with an average gift size of close to $5,000, 


compared to $80 for the average itemizing taxpayer. At first 
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TABLE 1 


Individual Charitable Contributions, from Taxation Data, 1961-81 


Returns with Average 
Charitable . Claim 
Donation, as Amount of Per Amount of 
Taxation Per Cent of Charitable Claiming Standard 
Year Total Returns Donations Return Deductions 
(%) ($'000,000) ($) ($'000,000) 
1961 N.A. BU2ZEZ N.A. 450.0 
LI6Z N.A. 307.5 N.A. 496.9 
1963 N.A. S1763 N.A. 484.1 
1964 N.A. Beier ats| N.A. SO ce 
1965 N.A. 50550 N.A 562.4 
1966 N.A. LI DIAT N.A 650.4 
1967 N.A. 242.8 N.A. 685.4 
1968 L252 Zoi. 241 TESS) 
LI6o LAvel ZOIKS 263 763.4 
1970 OO 2691.2 PAN 805.6 
Lo7t 92 280.8 319 85am 
OZ 970 345.4 368 93325 
1973 BZ 392.9 432 99230 
1974 Be OMS Be! 460 LOS 4-2 
L975 eRe! 505.6 506 1088.4 
1976 8.8 598.7 550 1114.0 
Loa, 91 65955 572 113038 
LIS 8.6 752.2 611 1296.6 
1979 Dae 884.8 655 Nees) 
1980 Ore LOS Orez 689 130929 
1981 Jae, L2i6n> 738 LI5 720 


Source: Revenue Canada, Taxation Statistics, annual. 
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TABLE 2 


(ine raececneo; Coabltanle Donations from Tax, Data, 1981 


Percent Percent 
of Average of 
Assessed Percent Total Gift Claimant's 
Income Number of Claiming Income per Tax Income 
Class Taxfilers Charity Claimed Pa Ler Donated 
(%) (%) ($) (%) 
Loss and nil 
income 866,514 chrae] 0.0 0 0.0 
$1-5,000 Delos, 247 die) Ore B 8.6 
5,000-10,000 2,307,860 6.6 0.4 26 Breall 
10,000-15,000 2,47 5 ya2U i Oey 0.4 yy, LZ 
15,000-20,000 1987-04 0 u2.0 0.4 13 LSS) 
20,000-25,000 To DU Oo! Wy Aw Ore LOZ one 
25,000-30,000 L024, 451 131 ORS 2 7 PPM: 
30,000-50,000 i oGr ose 2600 OG 215 ae 
50,000-100,000 284,864 oe O59 554 Zan 
100,000-200,000 45,2446 56.4 pheaall a Z.0 
Over $200,000 25202 SOs) By) bol 3 vargt 
Total seas Ge) ay ifs sp | Oye ‘Deg 80 4.8 


Notes: The last column is derived on the assumption that in each 
income class the average assessed income of those claiming the 
charitable deduction is equal to the average assessed income 
of all taxpayers in that class. 


Source: Revenue Canada, Taxation Statistics, 1983. 


glance, it may appear that higher income Canadians not only give 
more in absolute terms but also give more relative to income, 
because the proportion of total income donated rises with income 
class. In fact, however, closer examination of the data 
suggests, as shown in Table 2, that this result arises entirely 
from the increased participation rate. By far the most generous 
Canadians in relative terms are actually those at the lower 
rather than those at the higher end of the income scale. The 
rich as a group give more, not because they give more of what 
they have, but because they have more to give and more of them 
give. 

One problem with using these taxation figures as an 
indication of total individual giving in Canada is that any 
donations made by those claiming the standard deduction (or not 
filing tax returns) are not included. Another problem is that 
Certainegifts are ‘not. included=in \these=tigures.” In, 19795" tor 
example, it may be estimated that another $9 million or so in 
gifts to the Crown, mostly by high-income individuals, were 
deducted from income for tax purposes, in addition to the amount 


u The average size of these gifts was $2,772 


shown in Table l. 
for all taxfilers claiming such donations - 3,270 persons in 
total - but $23,829 for the 170 taxpayers with over $50,000 in 
income who accounted for 45 per cent of the total. 

A quite different approach to individual giving in Canada 
is through the periodic sample surveys of family expenditures 


carried out by Statistics Canada. Two such surveys at the 


national level have been carried out in recent years, one in 1969 


and the other in 1978, in addition to a number of others limited 
in coverage to a few cities. Table 3 summarizes some of the 
relevant data. The total individual charity that may be 
estimated on the basis of this source in Mefserseely. | pi lion, or 
over $300 million more than the amount of itemized charitable 
donations claimed for tax purposes in that year (as shown in 
Table 1). Although both the average size of gifts and the total 
amount of gifts rose from 1969 to 1978, once again there was 
almost no change - and indeed even a small decline in average 
size - once the marked change in price levels over the decade is 
allowed for. As a proportion of total family income, charitable 
donations were only 0.7 per cent in 1978 compared to 1.0 per cent 
in 1969 - and, as shown in Table 3, around three-quarters of this 
amount went to religious organizations in both years. 

Table 4 contains some further information on the nature of 
individual giving in Canada from the same source. As this table 
shows, while there is surprisingly little variation by income 
Class in the relative importance of gifts to non-religious 
charitable organizations, the relative importance of such gifts 
to all gifts is, as one might expect, larger in higher income 
groups. Even more strikingly, 26° per cent: of all. contributions 
to non-religious organizations came from the relatively few 
families (9.6 per cent of total) with income over $35,000: their 
average gift to such organizations, at 0.2 per cent of family 
income, was no larger relatively than for the lowest income 
class, but since their income is more than 10 times higher so is 


their size of their gift at $92 per family, compared to only $8 
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TABLE 3 


Individual Charitable Contributions from Survey Data 


Average Charity 


Per Family 
Religious? Per Capit Total 

Year Sample Total As % Total Donations—= Donations 

($) ($) ($'000,000) 
1964 tl cities 74.80 Nisa MP dk MU) G37 a2 
1967 ll cities VST GAL N.A. ZS G5 250 
1969A LF citire 718350 65 25.74 S40 
1969B National 81.80 rhs 24.94 S Zoe 
E9TZ 8 cities 69.00 66 25208 S05 
1974 14 ‘cities 82.50 7hAl Ze Oe 617.6 
1976 8 cities 104.50 58 36.54 840.1 
1978A 16 cities als Lew) 69 40.62 953.5 
1978B National S250 74 45.15 1060.0 


Notes: a) Canada, excluding northern territories. 
b) Although there is a slight change in labelling after 
1974, it has been assumed here that the two categories 
distinguished in the surveys - religious or other - are 
comparable over time. 
c) Average family charity divided by average family size. 
d) Per capita donations times population. 


Source: Statistics Canada (formerly DBS), Urban Family Expenditures 
1964, No. 62-527; Urban Family Expenditure L967; NOt 62—-550% 
Family Expenditure ini Canada sl969,, 1 and 11, Nos. 62-555 cand 
62-537; Urban Family Expenditure 1972, No. 62-541; Urban 
Family Expenditure 1974, No. 62-544; Urban Family Expenditure 


1976, NOs "62-5474? Familyeexpendi cure Ingeanadal97S8s Vols sa 
and III, Nos. 62-550 and 62-551. 


Family 
Income 


Class 


($) 
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TABLE 4 


Individual Charitable Contributions, by Income Class, 


Under $6,000 


6,000 

8,000 
12,000 
16,000 
20,000 
25,000 
30,000 
35,000 


= mht 
— 14,999 
=p Lo 
- 19,999 
me ee) 
Sy 22h hee} 
- 34,999 
and over 


All classes 


Source: 


Statistics Canada, Family Expenditures in Canada 1978, 
Tit,* No. 


and skecipientiiwlo7s 


62-551. 


Contributions as 


*% Income 
Religious Other 
1827 0.19 
1.04 0.623 
0.66 ata ke) 
0.50 Oaels 
0.46 BI an We 
ORAZ OS 
0.42 Gee 
O49 0.16 
Ona 0.20 
0.50 al Rs) 


As Percent Total 


COneEribUtrons 
Religious Other 
Se Pie 
bye © ye 
7.9 SVS) 
10.0 922 
pea 10.6 
Gy: lit. 6 
3 Lona 
i Ord 9.8 
ibe pe 2528 
10:07. 0 LO0'.0 
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for the poorest group. The contribution by the average family in 
Canada was $35 (compared to $97 to religious organizations), 
ranging from a high of $48 in Saskatchewan to a low of $19 in 
Quebec. (The Ontario figure was $44.) 

Other data in the same source also show considerable 
constancy in the relative importance of non-religious 
contributions as between families living in rural areas and those 
living in large and small urban areas. While not all families 
made any such gifts 58 per cent reported doing so in 1978, or the 
same proportion as in 1969. In contrast, the proportions of 
families reporting contributions to religious organizations fell 
from 59 to 43 per cent over the same period. On the other hand, 
those who did contribute to religious organizations actually 
contributed much more in 1978 than in 1969, raising their average 
contribution from $103 to $229 (or by 41 per cent in real terms), 
in contrast to the substantial decline in the real size of their 
donations to other charitable organization (which rose only 67 
per cent in nominal terms, compared to the 86 per cent increase 
in the CPI over the period). This greater increase in religious 
than nonreligious contributions holds even in the largest urban 
areas. 

While in principle corporate charitable donations are 
easier to estimate, in fact there are once again two sources 
which provide different figures and are not completely 
consistent, as shown in Table 5. The first column shows the 
amount of contributions allowed for tax purposes - an amount 


which is consistently somewhat smaller than the total of such 
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TABLE 5 


Corporate Charitable Donations, 1961-81 
($ millions) 


Reported for Reported in 
Year Tax Purposes National Accounts 
1961 38 ah 49 
1962 39.0 54 
1963 Alei7 59 
1964 46.2 64 
1965 N.A. 68 
1966 N.A. 763) 
1967 N.A. 78 
1968 68.8 81 
1969 62.6 74 
1970 5957 TA 
1971 i 79 
L972 75.4 85 
1973 9342 89 
1974 IER 116 
LO.7.5 96.5 114 
1976 Llec4 119 
1977 L357 52 
1978 143.8 L79 
1979 belys0 2e7 
1980 LOG 22 
1981 NA. 224 


Sources: Statistics Canada, Corporation Taxation Statistics, Annual, 
and National Income and Expenditure Accounts, Annual. 


contributions recorded in company books.°® The second column, on 
the other hand, since it includes such donations as contributions 
to political parties should generally be an overestimate 
(although see 1973 and 1974) of the total amount of corporate 
contributions to charity. A recent estimate that total corporate 
contributions in 1979 were $214 million (0.52 per cent of pre-tax 
corporate book profit) is broadly consistent with the expectation 
that the "correct" number should be between these series.” About 
the only other information available on corporate contributions 
in Canada comes from surveys (of unknown coverage and 
reliability) which suggest that on average, about 25 per cent of 


10 While an 


corporate giving went to education in the 1970s. 
earlier survey suggests that the education share may have fallen 
from that prevailing in the late 1960s, the comparability of 
these sources is too suspect to make much of this point. 
A final source of funds for many charitable organizations, 
not least universities, are Canada's foundations, of which there 
were almost 600 at the beginning of the 1980s. A 1982 
publication of the Canadian Centre for Philanthropy reported that 
in the "most recently available fiscal year" (presumably 1980 or 
1981), these foundations gave away grants of some $110.6 million, 
with almost two-thirds of this amount coming from the 30 largest 
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foundations. Although no numbers are mentioned, this report 


also noted that the area of greatest interest to foundations is 
education.?? 
This rather dry and meandering passage through some of the 


statistical underbrush of Canadian philanthropy may be 


10 


appropriately concluded by a brief look at the overall picture. 
The only published comprehensive recent estimate of total 
charitable giving in Canada appears to be by the Canadian Centre 
for Philanthropy, which has estimated that total giving in 1979 
WaSto 157 2am Liton, consisting of. $1,058 million-in_individual 
Giving, $214 million in corporate giving, and $100 million by 


14 


foundations. Actually, this estimate is almost certainly on 


the low side, largely because of an apparent mistake in the 


estimate of individual giving.?°? 


Table 6 presents three 
alternative estimates of total giving, all of which are higher. 
While there is obviously still considerable room for improvement 
in our estimates also, it would seem on the whole that total 
Canadian charity in 1979 was at least $1.5 billion and probably 
higher. Assuming (with no particular warrant) that the average 
rate of increase of total giving since that year grew by 10% 
annually, the total amount of giving in 1983 might then have been 
on the order of $2.2 billion. 

Even this figure, however, is considerably less than the 
figures that may be derived for 1980 on the basis of the 
financial statements submitted by registered charities to Revenue 
Canada - shown in Table 6 as Estimate C. Unfortunately, it is 
difficult to interpret these numbers, let alone to relate them to 
those presented earlier. In the first place, most public museums 
and galleries (Crown institutions) are apparently not included in 
these data. Secondly, the figures shown in Table 6 net out 
contributions from other charitable organizations, even though to 


the extent a foundation uses its investment income to support 
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TABLE 6 


Estimates of Total Giving in Canada, 1979 and 1980 


$ millions 


Estimate A (1979) 


1. Individuals ee PAY 
2. Corporations 214 
3. Foundations 100 

Total S152. 


Estimate B (1979) 


Pe individuars $1,230 
22, Corporations 214 
3. Foundations 100 

Total $1,544 


Estimate C (1980) 


Weel nol viduals $1,816 
2. Corporations 260 
on SOCIET 22g 

Total $2505 


Sources and Notes 


A. This estimate follows the methodology of the estimates by the 
Canadian Centre of Philanthropy cited in the text, correcting 
some numbers. The numbers for foundations and corporations 
in both this and Estimate B are, as discussed in the text, 
taken directly from the CCP work (scaling down the former 
from the $110 million reported for 1981). The individual 
figure includes $9 million for gifts to the Crown in both 
this and estimate B. Other individual giving is estimated 


Continued... 


A. 
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Sources and Notes (continued) 


Continued. 


from tax data by adding to total itemized charity ($885 
million) an estimate of the average gift by those not 
itemizing. The latter figure is derived by deducting 
itemized charitable donations in 1978 ($752 million) from 
total gifts reported in the 1978 family survey ($1,060 
million), and dividing the difference of $308 million by the 
total number not itemizing charity in 1978 to derive an 
estimated average gift by non-itemizers of $23.50. The same 
dollar figure for gifts was then multiplied by the number of 
non-itemizers in 1979 to estimate the total size of gifts by 
non-itemizers in that year as $313 million. 


This estimate of individual giving starts from the 1978 
survey total of $1,060 million (Table 3) and assumes this 
total grew at the average annual rate of increase of itemized 
giving (ise. by 15.2%), yielding a-total of $1,221lumpllion 
(excluding gifts to the Crown). 


These figures come from Statistics Canada, Selected Financial 
Statistics of Charitable Organizations 1980 (No. 61-519) and 
are further discussed in the text. Contributions to 
charitable organizations from other charitable organizations 
are netted) out. 


Jal 


(é.g.) a university, it should be included @inethes tocar. 
However, the numbers in this source on the flows among different 


Ie Thirdly, the interpretation of the 


charities do not add up. 
"other" category - consisting of "fund raising campaigns" ($67 
million), bequests ($55 million) and "other" ($107 million) is 
difficult. Finally, no detailed information on hospitals or 
teaching institutions (mainly universities) is reported, either 
in the 1980 survey or in an earlier 1971 survey - which is in any 
case not comparable to the 1980 survey in respect to the 
categories tabulated. 

Nevertheless, as shown in Table 7, despite these problems 
the 1980 survey does provide such interesting information as the 
fact that the apparent propensity of business to give to 
universities ("teaching institutions") is markedly higher than 
that of any other identifiable source of funds: 41% of all 
business giving flowed to teaching institutions (constituting 49% 
of all the funds they received), compared to less than 4% of 
individual giving. Applying these proportions to the smaller 
figures of individual and corporate giving in 1979 reported 
earlier on the basis of direct estimates, yields an estimate of 
$134 million in individual and corporate gifts to teaching 
institutions in 1979, with perhaps another $45 million flowing 
from other sources for a total of $179 million - or 12% of total 
giving as reported in Estimate B of Table 6. In contrast, Table 
7 suggests that teaching institutions received $216 million in 
1980, or less than 8% of total charitable funds in 1980. 


(Donations to teaching institutions in Ontario alone were $86 


The Flow of Charitable Funds 


(¢ million) 


Received by 


TABLE 7 


Religious 


Source of Funds 


Individuals ie oe 
Businesses 8. 
Fund-raising Campaigns 20.. 
Bequests Tox 
Other Charitable Orgs. 269. 
Other BIS )S 
Total Aare sic hs 
Total, net of other 
charitable BRE Be 


Note: May not add to totals owing to rounding. 


Source: 
Organizations 1980. 


Organizations 


OuUNWoOf 


Teaching 
Institutions 


66. 


186. 


WOrWOO FO 


66. 


Dire 


EOWW EF 


Hospitals 


OWwWW WO oO 


Other 


863. 


641. 


UWUWor fr 


Total 


eo on 
ZO 
Gus 
54. 
DOO. 
LOG: 


2,834. 


2,304. 


Statistics Canada, Selected Financial Statistics of Charitable 


O WOO OW 


2 


million.) This table also shows that 60% of total charitable 
funds went to religious organizations, with individuals 
contributing 73% of their total giving to such organizations - a 
proportion very close to those shown in the family income studies 
reported earlier. 

While the coincidence of these last figures is perhaps 
encouraging, it is nevertheless difficult to know how to relate 


7 On the whole, however, it does not seem 


these various figures. 
wildly out of line to conclude that the sundry and confusing data 
presented in this section suggest that total giving in Canada in 
1983 was probably at least $2.2 billion and that somewhere on the 
order of 10% of this amount - $220 million - probably flowed to 
teaching institutions (including universities). Most of the 
gifts to education apparently came from corporations and, less 
certainly, higher-income individuals. Unfortunately, none of 


these data permit us to say anything directly about private 


philanthropy to universities as such. 


Private Support for Universities 


In these circumstances, why not go directly to the source 
and work directly with university financial records? Table 8 
indicates one reason why not: the donations shown in the 
university financial statistics compiled by Statistics Canada 
bear no clear relation to those suggested by the data presented 


earlier. In 1980/81, for example, all gifts, donations and non- 
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TABLE 8 


Private Sector (Non-Fee) Support of Universities, 1977-80 
CS mas Lon) 


IITIIAS ool Lolo e029 807 8h 


Operating gifts and grants Ada kD 65 G26 
Capital gifts Ae Lote? Ves: P38 

Total private donations ey eS) 79.0 1S 106.0 
As % total expenditure let bape je) Pade 
Research revenues 6255 80.6 89.4 92.6 

Total private funds L2a2 Way ARS LEZ 198.6 
As % total expenditures Leaf 4.4 4.2 Ae 


Source: Statistics Canada, Financial Statistics of Education, annual 
(No. 81-208). 


ie 


government grants, other than for sponsored research, amounted to 
only $106 million, compared to the $216 million received by 
teaching institutions according to the survey of charitable 
organizations reported in Table 7. 

A possible explanation of this substantial difference is of 
course that other "teaching institutions" account for the 
difference - other post-secondary institutions and private 
Sschoolssin= particular... Even Licata otherterevente=neceiVvecmay, 
private schools - clearly a considerable overestimate of gifts - 
is added to gifts to universities, however, the total of $172 
millions still=falls: well@ short: of] thatvshown int lablesy-re lin 
more reasonably - albeit still arbitrarily - it is assumed that 
gifts constitute the same proportion (39.3%) of the "other" (non- 
government, non-fee) income of both private and other post- 
secondary institutions as of universities, the total estimated 
gifts: to educational institutions in 198078) stills amountsonly to 
$170 million. While still below the total shown in the 
charitable organization data for (more or less) this year, this 
figure is actually not far off the total of $179 million 
estimated indirectly above for 1979. “If this coincidence is 
considered to lend some weight to the earlier conclusions, then 
perhaps the proportions derived there may be applied to conclude 
that universities may receive about two-thirds of the total 
amount of charity flowing to education, with (as noted earlier) 
probably half this amount coming from the corporate sector. 

Several other pieces of the statistical puzzle may usefully 


be derived from the available data on university finance. In the 
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first place, as shown in Table 8, universities derive as much or 
more private sector support directly for their research 
activities as they do from more philanthropic private donations 
in general. In total, these data suggest about 4% of the budgets 
of Canadian universities come from private sources - half for 
sponsored research and half in the form of unrequited transfers. 
In the case of Ontario universities in 1980/81, however, both 
gifts and sponsored research were a bit less important than in 
the; coun tryieas a swhole.e Im total, saccordingstomthis ssource, 
Ontario universities received $35 million in gifts ($29 million 
for operating, $6 million for capital) and $29 million in 
sponsored research, for a total of 4.1% of total university 
expenditure from all private sources other than fees. 

The quantitative importance and general significance of 
private support for university research will be discussed further 
in Chapter 3. For the moment, perhaps the most important 
conclusion to be drawn from these figures is that if, as 
suggested above may be the case, perhaps half of the gifts flow 
from corporations and most of the balance from individuals, then 
each of these sources probably accounts for at most 1% of 
university finance in present-day Ontario. A 1973 survey found 
that most respondents - not least including corporate managers - 
thought that both corporate and individual donations were far 
more important sources of finance for higher education than is in 


18 There is no reason to think that this 


fact: the, case 
misperception has dimmed with the years. No matter how one 


twists the data, however, the simple fact is that neither 


1) 


corporate nor individual giving is at present significant as a 
source of university finance, at least in aggregate terms. 

The Update campaign of the University of Toronto, for 
example, which has been called "the most successful approach ever 
made to the private sector by a university in Canada" raised in 
total $33.0 million (excluding interest income) over a period of 


19 Ofs this total. 36% “came--from corporations, #1>% 


five years. 
from foundations and the balance from individuals, particularly 
alumni, who accounted for 17% of total receipts. About 70% of 
the total was restricted in some way. This gigantic five-year 
campaign produced in total a cash flow equal to only 12% of the 
$265 million expenditure of the University of Toronto in 1981/82 
alone. 

In its regular alumni campaign the following year, in 1982, 
Toronto received some $2.2 million from the 17% of its alumni who 
contributed, with the size of the average gift being $92. In the 
same year, Queen's - in the last year of its own special five- 
year campaign - reported a 20% participation rate, an average 
gift of $54, and total alumni contributions of $545,000, while 
Western Ontario reported a participation rate of 10%, an average 
gift (excluding one very large donation) of around $110 and total 


20 In other words, Ontario's 


alumni contributions of $700,000. 
three largest and most prestigious universities received about 
$3.4 million in individual gifts in 1982 - in Toronto's case, 
only 0.6% of its expenditures in that year. Even at McGill - 
referred to as "the acknowledged leader in this country both in 


dollars raised and in percentage of alumni who donate" - this 
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source for) funds provides: wess than ly ofthe total university 
budget. +? Moreover, even these figures exaggerate the overall 
importance of this source of funds in some respects because of 
the restrictions placed on the use of much of this money. 

The point of these numbers is not that Ontario universities 
cannot and should not do more to raise funds from their alumni 
and others: they no doubt both can and should, as discussed 
further below. It is simply that even if half the alumni of the 
University of Toronto, for example, gave it $100 a year, the 
University would still receive only about $7 million - or not 
enough to run either its Faculty of Applied Sciences alone or one 
of its small suburban campuses. Other universities, with much 
smaller alumni bodies, obviously have even less possibility of 
getting significant amounts from this source, even if they may in 
some rare instances be able to exceed the 25-30% participation 
rate that is probably the most a large urban university like 
Toronto could ever realistically hope to achieve. In short, 
while increasing private sector donations may be an important way 
in these difficult times to launch (modest) new initiatives or to 
save particular bits and pieces of universities from financial 
disaster, this source of funds seems likely to be at most of 
marginal importance to universities as a whole. 

Moreover, while there are indeed some ways developed in the 
next chapter in which both governments and universities may 
perhaps increase the flow of individual and corporate donations 
to universities, it is not at all as clear, as has sometimes been 


asserted, that this result is necessarily eagerly to be sought. 
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Not only do both governments and universities have to (so to 
speak) "spend more to get more", that is, use scarce resources to 
induce a greater flow of gifts, but gifts - like research funds - 
seldom come without strings, and not all of the "steering" 
effects exerted by increased reiiance on such funds will 
necessarily be welcomed either by universities or by society as a 
whole. The last point is developed a bit more fully later in 
this report with respect to private support for research. A more 
appropriate conclusion to the present section is perhaps simply 
to reiterate that even if the relative importance of private 
gifts to Ontario universities were, through tremendous efforts, 
to be doubled in relative terms, they would still provide less 
than 5% of university finance. 

A concerted effort to expand giving to universities ought, 
nevertheless to nave some degree of success - perhaps not this 
much - in achieving a one-time increment in the flow of 
resources. As the evidence cited earlier on charitable donations 
in general suggests, however, universities would find it hard 
work indeed, given the increasing competition for gifts and the 
apparent propensity of Canadians to, at best, maintain their 
level of giving in real terms, to sustain any such increased flow 
of funds over time, let alone to expand it. At best, a little 
temporary breathing room, particularly for programs at the 
expanding edge of the university, may perhaps be achieved through 
increased efforts in this direction. Little though this may 
seem, however, without more private sector support, perhaps not 
even this degree of freedom may be available for universities in 


Ontario in the immediate future. 
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U.S. -Canada Comparisons 


These Americans are the most peculiar people in 
the world. You'll not believe me when I tell you how 
they behave. In a local community in their country a 
citizen may conceive of some need which is not being 
met. What does he do? He goes across the street and 
discusses it with his neighbor. Then what happens? 

A committee comes into existence and the committee 
begins functioning in behalf of that need. 


- Alexis de Toqueville (1830) 


As a recent report on corporate giving in Europe noted, 
"Cultural heritage and political evolution influence the general 
attitudes to corporate, as well as personal, responsibility for 


others." 


The American tradition of voluntarism described by de 
Toqueville 150 years ago is still alive and well in that country, 
more than in any other. In the Netherlands, for example, a 
recent writer noted that “contributions to philanthropy, 
education and culture by corporations are made, but they are made 
without much enthusiasm and with an underlying feeling that the 
government should be taking care of these things: ‘After all, 


Be Even in the United Kingdom, by 


our taxes are high enough.'" 
far the most philanthropically inclined of the European 
countries, the corporate contributions reported for 1980 ina 
small (and almost certainly upwardly-biased) survey amounted on 
average to only 0.58% of before-tax profits compared to the 1.07% 
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reported foryall_ carporations in) Uns.) tax data: Another recent 


ie) 


comparison of corporate giving in the USK and the UlS] reporced 
quite different figures = 0-2% for the U.Ki@andeG >. sroreunre 
U.S. = Dut a similarehuge gapece 

No one, it appears, gives like the Americans. The reasons 
usually cited for this American peculiarity run from the 
persistence of the frontier spirit of voluntarism (and distrust 
of the state) cited by de Toqueville to the (perhaps partly 
consequent) lesser role of the state in the United States than in 
other developed countries, in which government as a rule spends 
much more directly in the traditional philanthropic fields of 
health, education, and welfare. The larger government presence 
in these fields means both that there is less need to depend on 
private sources to finance these activities, and also that - 
owing to the effect of higher taxes in reducing disposable 
income - less possibility of doing so in any case. 

All these arguments have been put forth before, probably 
correctly, in an attempt to explain why Canadians appear, on the 


whole, to be less charitable than Americans. *° 


The main point of 
reiterating these arguments here is simply to emphasize that it 
is the United States, not Canada, which is unusual in terms of 
the role of private charity in society, when viewed from an 
international perspective. The remainder of the present section 
basically demonstrates that it is quite true that Americans are a 
more giving people and that American universities are far more 
dependent on private-sector donations than is the case in Canada. 


What cannot be done so easily is to determine what significance, 


if any, these differences have for Ontario universities. 
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While the U.S. data available on charity and education 
finance are much richer than those in Canada, they too give rise 
to similar, if less drastic, problems with respect to comparisons 
between different sources and consistency over time. 
Nevertheless, Table 9 provides a useful overview of the recent 
state of charitable giving in the United States. .-Over the 1971- 
81 period as a whole, total charity (as shown in these data) grew 
ia gthesaU ss. Vat .an annual ratesof 09.2%, sled vby corporate zqiviing 
(at 12.9%): the relative importance of charitable giving, 
however, actually fell in real terms, since money GNP grew at an 


27 Imctexmms<of USS a= 


average rate of 10.6% over the same period. 
Canada comparisons, what these numbers suggest is that the size 
of charity in Canada is indeed much smaller than that in the 
U;S., but that the relative level of charitable giving not only 
seems to be holding its own north of the border but may even be 
growing a bit faster than in the United States. 

Converting the estimates of the size of charitable giving 
in Canada in Table 6 into per capita terms and as a percentage of 
GNP, giving in Canada in 1979 appears to have accounted for 0.6% 
to 0.8% of GNP, or from $65 to $96 per capita. The comparable 
American figures for the same year were 1.8% of GNP and $193 per 
capita. The level of charity in Canada thus appears to lie 
somewhere in the vicinity of one-third to one-half that in the 
United States. Individual giving in the United States in 1978, 
for example, accounted for 1.9% of personal income, compared to 
0.7% in Canada in the same year. Similarly, corporate giving in 
Canada in 1979 was 0.52% of pretax profits, compared to 0.91% in 


the United States.28 
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TABLE 9 


Annual Charitable Contribupionsmsimat hes SS yam. Joc 


CSAp PL lon) 


Soumces bode tcontra Dut fons 


As % total 

Individuals $48.7 80.6 
Bequests Supa 89 
Foundations BER S01 
Corporations Oar Deel 

$60.4 LOOr.G 

ReeLolenus 

Religion $28. 1 46.5 
Education 8.6 Lanz 
Social Services (Soy b) Ores 
Health, hospitals 8.4 Iya Ss) 
Arts, humanities .U Gro 
Gin ike erp ube ceraiftia ins et7, 2.8 
Other Pied aU 

$60.4 TOa. 0 


Note: May not add to totals owing to rounding. 


Source: Giving U.S.A. (New York: American Association of Fund- 
Rarsingmecaunsel,. Ince, i905). 
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At the same time, however, while the evidence on trends in 
Canadian charity over time is sparse and difficult to interpret, 
it appears that both individual and corporate giving have been 
growing at least as fast in Canada a3 in the U.S.; more 
conjecturally, the same is true of total giving as well. 
According to tax data, for example, itemized charitable 
contributions grew at a compounded annual rate of 15.2% in the 
IZ7i=8l periodscompared to 10.2% for individual charity in sthe 
U.S. over the same period. Tax-deductible corporate charity in 
Canada grew at 12.1% annually in 1971-81 compared to 12.9% for 
U.S. corporate charity in 1971-81. Finally, and somewhat 
whimsically, if our earlier 1971 estimate of total giving in 
Canada as $749 million is assumed to be correct and total 
Canadian charity is assumed to have grown at the same rate as in 
the U.S., the total for Canada in 1979 would have been $1,519 
million - or almost identical to the lowest estimate of the 
Canadian total presented in Table 6 above. 

Table 10 compares apples and oranges in the sense of using 
quite different data sources to obtain some idea of the 
composition of the recipients of charity in Canada and the United 
States. Despite the difficulties of comparing these figures, it 
is probably correct to conclude from this table that Canadians 
give relatively more to religious institutions and relatively 
less to health and education than do Americans. The latter part 
of this conclusion also emerges clearly from a look at American 


data on educational finance. 
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TABLE 10 


Distribution of Charity by Recipient, 2.0. S AaeandeCanadar 1980 


Welfare; 
Heath an 
Educatio 
Religion 
Communit 


Other 


Notes: 


Sources: 


(per cent) 


Tyoerors necl pent . Canada USS as 
social services labia, Tor.0 
d hospitals i bog 3 iggy 
n EOmS Taree 
5IeG 46.0 

yY;ecivic™ and pubiic-atfarrs PLS) 225 
bend Loe 

Load VOCS L000. 0 


Where two categories are shown in a row, the first refers 
to the Canadian classification and the second to the 
American. In the case of welfare, the Canadian figures 
are inflated because this category includes federated 
Narrty aries Which are@in= turn COMtributors= toOsotner 
charities: the Canadian figures are in part slightly 
double-counted because it was not possible to separate 
out funds transferred by hospitals and education to other 
char lt les’: 


Statistics Canada, Selected Financial Statistics of 
Charitab resOrganizatvonse 980; 4GivitigeUt orn, @17oUR 
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In 1979-80, for example, private gifts and grants accounted 
Lonsabare! the operating sincome of ably WeS.) rinstitutions’ of 


Zo 


higher education. The roughly comparable Canadian figure for 


1980-81 was 2.9%. °° 


Aggregate U.S. figures are considerably 
distorted, however, by the existence of an important group of 
independent universities and colleges, for which there is no 
Canadian equivalent. In 1979, for example, these independent 
institutions (which accounted for 31% of all spending on higher 
education in the U.S.) received 20% of their total revenue from 
private gifts and grants - more than the 19% they received in 
government grants and contracts (or the miniscule 2% in direct 
government support). In contrast, public universities and 
colleges in the U.S. received only 4% of their revenue from 
private gifts, with 15% coming from government grants and 


31 As closely as 


contracts, and 59% directly from governments. 
can be estimated, the comparable 1979 figures for Canadian 
universities were 2% for private gifts and grants, 10% for 
government research grants and contracts, and 69% for direct 
government support. In other words, Canadian universities as a 
whole probably depend only half as much for funding on private 
gifts as do U.S. public universities: more importantly, perhaps, 
in neither case is the total of such gifts large relative to 
total financial needs.°* 

A final, more inferential, conclusion on private support 
for universities may perhaps be derived from the earlier 


discussion on the relative level of charitable giving in the two 


countries. It seems clear that Canadians give less to 
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universities than do Americans, measured in any way one wishes. 
When the independent sector is removed from the U.S. educational 
universe, however, the size of the remaining difference appears 
to reflect as much the generally lower level of charitable 
contributions in Canada for all purposes as it does any 
particular Canadian bias against giving to universities. The 
oft-cited difference between the rabidly loyal "football alumni" 
of the large U.S. state universities and their passive Canadian 
counterparts may, it appears, be a less important factor in 
explaining the relatively low degree of philanthropic support for 
Canadian universities than the more general political and 
cultural factors that make Canadians on the whole appear to be 
superficially less charitable than their U.S.- neighbours — if not 
notably less so than anyone else in the world. Higher taxes, 
lower disposable incomes, and different social traditions are 
probably at least as significant in explaining Canada's "poor" 
performance as any lack of effort by Canadian universities to 


encourage giving. 
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Chapter 3 


ENCOURAGING PRIVATE PHILANTHROPY 


The previous chapter suggested both that Canadians give 
less than Americans owing largely to fairly deep-rooted cultural 
and political factors and that the size and nature of the 
philanthropic sector (in both countries) has changed only slowly 
over time. If one wanted to encourage private philanthropy in 
Canada further, however, how best might this goal be achieved? 
With respect to philanthropy, as with respect to so many other 
public policy aims, it appears that one answer which springs 
immediately to mind is to provide bigger and better tax 
incentives. At different times, for example, proposals have been 
made in Canada to permit the deduction from taxable income of 


125% of charitable deductions,-> 


to repeal the upper limit on 
charitable deductions, and to introduce a floor,°" to exempt 
gifts of appreciated property to charities from the deemed 
disposition rule which currently subjects them to capital gains 


ED) 


tax, and, most notably, to replace the charitable deduction by 


a credit.°° 


All of these measures are presumably intended to 

encourage charitable giving. The first section of the present 
chapter therefore reviews briefly the existing tax provisions 

affecting philanthropy and educational financing in general in 
order to provide the background needed to understand such 


proposed changes. The second section of the chapter then reviews 


the literature on the probable effectiveness and effects of 
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various tax incentives for charitable giving and concludes with a 
few comments on possible measures that might be taken by the 


universities themselves to encourage private philanthropy. 


VAXOASPeC TS TOT Philanthropy” 


This section first outlines the present system of tax 
relief for donors, with particular attention to the complex 
questions surrounding gifts of property rather than cash. A 
brief review of the tax treatment of universities as recipients 
of charity is then followed by a sketch of a few other tax 
measures related to education which affect university finance. 
(The taxation aspects of privately-sponsored university research 
and development are considered in the next chapter.) 

A Canadian taxpayer, individual or corporation, who makes a 
donation to a qualifying institution may ordinarily deduct the 
amount of the gift from the income that would otherwise be 
subvjiect; tomtex-. fp inpef fects: then,: the: price ote giving aldolwvarsts 
worth of charity is, for most Canadians, less than one dollar. 

To be precise, the "price" of charity is the percentage of a 
dollar represented by one hundred minus the taxpayer's marginal 
tax rate. A taxpayer whose marginal rate is 55% can give away a 
dollar at a real cost to himself of only 45 cents, while a lower- 
income taxpayer, with a marginal rate of, say 20%, must pay 80 
cents out of his own pocket to give a dollar to the same 


institution. 
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The taxpayer must, however, have met two general 
requizements inmeorder (toxclaimithis<deductions First, the gifted 
amount must be substantiated by a receipt from the qualifying 
institution appended to his tax return. Secondly, the total of 
charitable claims made in a year must not exceed 20 per cent of 
net income (before personal exemptions). Before 1981, charitable 
claims exceeding the limit in any year could be carried over only 
to the immediately following year. Now, however, the carry- 
forward period has been lengthened to five years for living 
taxpayers. Moreover, in the year of a taxpayer's death, his 
estate is allowed a one-year carry-back of any donations that 


exceed that year's 20 per cent limit.7° 


With respect to gifts 
made to the federal or provincial governments or their agencies, 
however, taxpayers may deduct any gifted amount up to 100 per 
cent of income. Since 1981, such gifts to the Crown may also be 
carried forward five: years, if they exceed: the taxpayer’s current 
income. 

Instead of supplying itemized receipts of charitable 
contributions, until 1983 taxpayers could avail themselves of the 
option of taking a $100. "standard" deduction in lieu of 
substantiated claims for medical expenses and charitable 
donations. The $100. standard deduction could be claimed, 
however, in addition to the tax benefits of a gift of any amount 
to the federal or provincial governments and their agencies. 
Since only those itemized medical expenses that exceed 3 per cent 
of net income are tax-deductible, for most Canadian taxpayers the 


choice between itemization and standard deduction depended only 
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upon whether or not receipted charitable donations had in fact 
exceeded $100. The result is that for small givers the price of a 
dollar of charity was a full dollar, a result which many argued 
had the effect of dampening the philanthropic fervour of small 
contributors. This option was foreclosed, however, effective 
this year. The elimination of the standard deduction was, 
interestingly, subjected to criticism -by many of those who had 
advocated this very step, on the grounds that it should have been 
accompanied by the conversion of the itemized deduction to a 50 
per cent tax credit.” 

The general tax relief for charitable donations sketched 
above extends in principle to gifts in kind as well as to gifts 
of cash since Revenue Canada defines a gift as "a voluntary and 
gratuitous transfer of real or personal property" 
(Interpretation Bulletin IT-297R). However, the same Bulletin 
goesonattosnotes thatzangif ts ofeiservices ist in’) fact» not.-an 
acceptable gift in kind. Other donations that have been 
determined to be ineligible are used clothing or furniture and 
merchandise whose cost has been accounted to business expense by 
the donor. Other gifts in kind to qualifying donees may, 
however, elicit receipts entitling them to deduction at their 
fair market value as determined by a competent evaluator. 

The catch in this procedure is that as a general rule, the 
fair market value of a gifted asset is also regarded as the 
proceeds of a deemed realization for purposes of capital gains 
tax (and recaptured capital cost allowance). Giving a non-cash 


valuable to charity is thus in many cases a two-edged sword: it 
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may precipitate tax obligations upon the donor as well as shower 
him with tax relief. This presumably unpleasant result ensues if 
the gifted property is tax-depreciated and/or its fair market 
value on disposal exceeds its cost basis. The donor would then, 
in the first case, be liable for tax at full rates on recaptured 
capital cost allowances, and, in the second, for tax on half of 
the deemed capital gain. Gifts of appreciated equity shares, for 
example, will trigger a taxable gain in exactly the same way as 
if the shares had been sold. Nevertheless, provided that total 
gifts in a year do not exceed 20 per cent of the donor's 
(enhanced) income - an event which happens rarely - immediate tax 
relief in respect of the donation will still exceed any tax 
exacted on the gain. 

There are two exceptions to these general rules, both of 
which affect primarily gifts of appreciated artistic, cultural, 
bibliographic and similar movable tangible property. When 
capital gains were first subjected to tax, no distinction was 
made among qualifying gifted assets. Both before and after 
enactment of the 1971 Income Tax Act, however, Canadian museums 
and galleries pressed vigorously for preferential tax treatment 
of gifts-in-kind donated to their collections. In particular, 
they argued that Canadian institutions would lose out to their 
United States "competitcers" who were able to confer enticing tax 
concessions on their benefactors. Those galleries not classed as 
government agencies further complained of the discriminatory 
impact on potential gifts to non-Crown institutions of the 20 per 


cent of income limitation. 
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These representations soon resulted in a 1973 exception to 
the general rules respecting gifts of property with respect to 
gifts of tangible capital property that has appreciated in value 
and that may "reasonably be regarded as being suitable for use by 
the donee directly in the course of carrying on its charitable, 
public service or similar activities." Examples of the kind of 
gift to which the amendment applies are a gift of an art 
collection to a public art gallery or a gift of land to be used 
for a camp or a hospital (cited in Interpretation Bulletin IT- 
288). Specifically excluded, however, is incorporeal property 
such as stocks, bonds ore franchises. ~for eligqiblevogifts, the 
donor may designate any value of his own choice between the 
adjusted cost base of the asset and its fair market value. The 
amount chosen is then regarded as the value of the property in 
respectwoft both: thes charmitablesydeductionrand! the* taxabie=capa-var: 
gain. What this amendment in effect does is thus to enhance the 
incentive to donate appreciated qualifying property when the 
donor would otherwise have encountered the deduction Limit. 49 

This provision, however, is now dominated in most instances 
bymthatestemmingy fromatherlater CuituralsPropertystxportwand 
Import Act (discussed below). Where either provision may be 
applied, it always pays to choose the latter. Either provision 
might, for example, be invoked in principle in respect to an 
artistic object or the memorabilia of a celebrity given to a non- 
Crown-owned gallery; in practice, the value choice option 
described above is now redundant. There are other instances, 


however - such as land or buildings for the direct use of the 
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recipient institution - where the value choice option still has 
operational significance. 

A second and far more significant exception to the general 
rules respecting gifts of property took effect in 1977 as a 
results ot therCulturaleProperty export=andi Import: Act This Act 
conferred two extremely generous tax benefits upon the donors of 
qualifying gifts-in-kind. In the first place, any deemed capital 
gain on appreciated property was totally exempt from taxation 
(although any deemed capital loss was still deductible). 
Secondly, the tax deductibility of the fair market value of the 
gift was exempted from the 20 per cent of income limitation: 
whether or not the recipient is an agent of the Crown, a gift 
qualifying under this legislation may offset any amount of the 
donor's current income otherwise subject to tax. (As with all 
donations, the carry-forward of unused deductions has recently 
been extended to five years.) Originally, these provisions 
applied only to inter vivos gifts (or sales), but in 1981 the 
coverage was extended retroactively to 1977 to include gifts by 
will. 

To qualify for these two tax preferences, the donated 
object must have been certified as having cultural importance to 
Canada, and it must also have been donated to a specific 


41 Certifying the 


designated "institution or public authority". 
credentials and value of such property is the responsibility of 
an appointed Cultural Property Export Review Board, while 
establishing the eligibility of the recipient is the 


responsibility of the Minister of Communications. In all cases 


By 


the receiving institution must be "public" in the sense of being 
non-profit and with an accessible collection, although it need 


not be owned by a public body. 7 


Appropriate recipients fall 
into one of two categories. Category A entities are those 
authorized indefinitely to collect certified property in general; 
Category B entities are authorized for purposes of a particular 
transaction. By the end of the 1982-83 fiscal year there were 
151 Category A designated institutions. Fourteen entities were 
granted Category B status during the 1982-83 year. Although 
universities as such are not Category A designated institutions; 
most major university libraries, archives, and art galleries have 
been so designated. Moreover, universities frequently have been 
granted Category B status with respect to particular transactions 
(e.g., Toronto and McMaster in 1982-83). 

In principle, the value that the Board certifies and 
transmits to Revenue Canada is the fair market value of the asset 
ate the time of disposition. mintpractice, ofcourse’, yehe 
objective value of art and artifacts is frequently very difficult 
to establish, leaving considerable room for collusion between 
donor and donee. One legislated deterrent to abuse is a special 
30 per cent tax imposed on a receiving institution if it disposes 
of a certified property within five years of certification 
(unless disposition is to another designated entity). Problems 
have nevertheless arisen concerning objects that are purchased by 
a taxpayer and immediately given to a designated institution, 
with an appraised value greatly in excess of the purchase price. 


Indeed, there are unsubstantiated stories of Crown-owned 
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exhibiting institutions attempting to overcome their limited 
acquisition budgets by offering inflated evaluations to entice 
private purchase and immediate donation of items desired by the 
instatutwvonias Whatever the: truth’ of such stories > in ‘its’ 1982-83 
Report the Board declared that in such cases the fair market 
value for tax purposes will be presumed to be the purchase 
pirilicexmi: 

An issue with which the Board apparently has greater 
sympathy involves gifts by artists of their own work. Since such 
property was presumably created with the object of being sold, 
its donation is regarded as coming out of inventory whose value 
must be accounted in income. On the other hand, if an artist (or 
politician) can persuade a designated institution - and the 
Board - that his personal papers have national significance, 
their donation could bring him the tax advantages of the Cultural 
Property Act. 

In 1982-83, 674 applications to transfer $21.6 million in 
property ($20.5 million in gifts, $1.1 million in sales) were 
approved by the Board. The average size of gift was therefore 
around $32,000, compared to $33,000 in 1981-82 and $55,000 in 
1980-81. In total, some $46 million in property (including $41 
million in donations) was transferred under this Act in these 


he As in the case of the gifts to the Crown 


three years. 
discussed briefly in Chapter 2 above, and indeed, probably even 
more so, it seems clear that most of these gifts came from well- 


off individuals. 
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Turning to the question of what organization, other than 
Crown institutions and Category A institutions designated by the 
Cultural Property Export Review Board, are eligible to confer tax 
relief upon their benefactors, there are actually seven other 
categories of eligible recipients. The only important one, 
however, is really registered charities, which includes a 
subcategory, charitable organizations, which in turn embraces 
Canadian universities. ‘> 

It has always been the case that, in order to issue 
eligible receipts to donors, a charity had to be registered with 
the Department of National Revenue. Moreover, since 1976, in 
order for charities themselves to be exempt from income tax they 
must be registered. To be registered, applicants must meet 
certain common law tests of charitable purpose (summarized in 
Revenue Canada, Information Circular No. 80-10). 

Registered charities are classified as either charitable 
organizations, public foundations, or private foundations. The 
first, and much the larger, of these sub-categories includes 
those institutions (incorporated or unincorporated) that 
themselves directly engage in approved altruistic activities. 
Universities are viewed as charitable organizations; so too are 
religious congregations, hospitals, health research societies, 
arts councils, poverty relief institutions, and so on. If, on 
the other hand, an organization's charitable activity is mainly 
that of distributing funds for laudable purposes to be performed 
by others, it is classed as a charitable foundation. A public 


foundation is a charitable foundation half or more of whose 
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directors or trustees deal with each other "at arm's length", and 
three-quarters or less of whose capital was contributed by one 
person or a “non-arm's-length" group. Lastly, a private 
foundation is a charitable foundation that is not a public 
foundation. 

A registered charity must fulfill two obligations: it must 
file annual returns with Revenue Canada, and it must annually 
dispose of aeprescribed quota of funds. © Since’1978, “charitable 
organizations" have been obliged to expend at least 80 per cent 
of their receipted donations from the previous year on 
appropriate charitable activities. Stricter rules apply to 
foundations. “© 

An issue that has continued to bedevil the treatment of 
tax-exempt Canadian charities is the possible abuse of charity 
status for purposes of personal tax avoidance. Most recently, a 
federal Discussion Paper of May 1983 proposed eliminating the 
distinction between charitable organizations and charitable 
foundations and requiring all registered charities to make a 
minimum annual distribution of 80 per cent of all gifts received 
plus 4.5 per cent of the value of investments. These proposals 
received a universally hostile reception. The Association of 
Universities and Colleges of Canada, for example, argued that the 
proposed changes would unduly hamper university fund-raising 
activities and add to their cost. 7” 

In response to such criticisms, a compromise approach was 


embodied in the February 1984 Budget under which both the 


existing three-way categorization of registered charities and the 
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disbursement rules for charitable organizations will remain as 
they were (that is, expenditure of 80 per cent of the prior 
year's receipted donations). Tighter rules will, however, be 
applied to foundations, particularly private foundations. 

Actually, the constraints on registered charities were 
lightened. in 1984 in at least three respects. First, the period 
for filing returns after a fiscal year was extended from three to 
six months. Secondly, a carryover in respect to meeting future 
years' disbursement quotas will now be allowed to the extent that 
any one year's obligations have been exceeded. Finally, and most 
Significantly, endowments for periods of ten years or more (as 
well as testamentary gifts out of the capital of an estate) 
received after 1982 will no longer be treated as "receipted 
donations" for purposes of calculating a charity's disbursement 
quota. 

In addition to the provisions affecting charitable donors 
and recipients described above, there are a number of other tax 
provisions that have implications for university finance. In 
terms of amounts claimed and numbers of claimants, the foremost 
such provision is the deduction of tuition fees from students' 
income, a deduction which has existed since the early 1960s. 
Deductible fees are those that are appropriately documented and 
cover explicitly academic purposes (excluding, for example, 
social or athletic fees). The cost of books is also normally 
excluded. 

At present, any student, whether part-time or full-time, 


may deduct all tuition fees paid to a very broad range of 


36 


Canadian educational institutions (secondary, post-secondary, 
vocational), provided the fees exceed $100. Canadian resident 
students commuting to attend post-secondary courses in the United 
States may also deduct all fees in excess of $100. Canadian 
students may also deduct the fees paid to a foreign university, 
provided they are in full-time attendance for 13 weeks or more at 
a course leading to a degree. 

The major restriction on this deduction is that it is only 
Claimable against the student's own taxable income. Even if paid 
by parents, for example, fees may be deducted from the student's 
income if he has otherwise-taxable income. Some corporations 
refund tuition fees to employees: in such a case the student's 
income is normally increased by the amount of the refunded fees 
but this increase is of course offset by his ability to deduct 
the fees; in addition, the corporation normally can also deduct 
these payments from its taxable income. Moreover, if the fees 
are incurred for the benefit of the employer - e.g., he gives 
time off from work to take the course - then there may be no 
taxable benefit imputed to the employee in the first place. 

In addition to the deduction of tuition fees, a special 
"education deduction" has been available since 1972. The amount 
deductible is fifty dollars for each month during which a student 
was in full-time pursuit of an appropriate program of study, 
defined as one extending for at least three weeks and involving 
at least ten hours a week of student participation. In contrast 
to the tuition fee deduction, however, which (except for fees 


paid by employers) cannot be deducted by anyone other than the 
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student, if a student does not have sufficient taxable income to 
absorb his education deduction, any excess (beyond the amount 
required to reduce the student's taxable income to zero) may be 
claimed by such "Supporting individuals" as a spouse, parent, or 
other relative. 7° 
Another income tax provision respecting education dating 
from 1972 is the opportunity for a taxpayer to contribute to a 
Registered Education Savings Plan (RESP) in order to finance his 
child's (or some other specified person's) future education. 
Although contributions into a RESP trust are not tax deductible, 
the income of such a trust “is not ‘taxable in the hands of =the 
subscribing taxpayer. The income earnings of the trust are 
ultimately taxable in the hands of the beneficiary when the trust 
is liquidated for the purpose of his education. As a Finance 
Canada study put it a few years ago: "Thus, preferential 
treatment arises both in the deferral of tax on the investment 
return and in having this return taxed at the 
beneficiary/student's typically lower marginal rate of tax" 49 
A final income tax provision concerning education that 
should be mentioned here is the treatment of scholarships, 
fellowships and bursaries (defined in Interpretation Bulletin IT- 
75R2). The first $500 of such awards is exempt from income tax. 
This treatment may not always represent a tax advantage to the 
recipient, however. A graduate or post-doctoral student, for 
example, may receive funding which may be described either as a 
fellowship or as a research grant. In Revenue Canada's view, the 


distinction between these two turns on whether the primary 
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purpose of the funding is the furtherance of the recipient's 
education and training, or research for its own sake - an 
arbitrary judgment at best. Yet, the tax difference may be 
considerable. Expenses paid out of a research grant (such as 
travel) serve to reduce the amount of the award that is taxable. 
Treated as a fellowship, however, the amount awarded in excess of 
$500 is fully taxable, regardless of expenses.°/ 
In 1980, the federal government estimated that the non- 
taxation of this $500 amount cost it $5 million in revenues 
forgone, compared to a cost of $30 million for the education 
deduction, and $34 million for the tuition deduction. If we 
assume, probably not too misleadingly, that most of these amounts 
pertained to post-secondary students, this hidden "matching 
grant" of $69 million was a not insignificant federal subsidy to 
the $526 million of post-secondary tuition fees in 1980-81 - and, 
indeed, probably exceeded the educational share of the tax 


"subsidy" extended through the charitable deduction.>- 


Prospects for Increased Support 


This section first reviews the little that is known about 
the effectiveness and effects of tax incentives for charitable 
giving and then considers briefly some possible ways in which 
governments, and universities themselves, may be able to increase 


the flow of private gifts, bequests, and grants to universities. 


Be) 


Over the last decade a number of empirical studies of the 
effects of income tax incentives on charitable giving by 
individuals have been carried out, primarily, of course, in the 


92 Since most of 


United States but with a lone example in Canada. 
theserstudies snavewrecent ly beenmexpert byesurveyedwoyerroressor 
James Johnson of McMaster University, the next few paragraphs 
draw heavily on his work.>> 
As Johnson notes, the income tax affects contributions 
both through an "income effect" (because the tax reduces 
disposable income and hence most expenditures, including those on 
charity) and through a "price effect" (because, as noted earlier, 
the deductibility of contributions reduces the “price” of rgiving 
relative to the price of other, non-deductible, expenditures). 
Most empirical studies of taxes and giving have attempted to 
estimate the size of these price and income effects, assuming 
that people in effect "demand" the services of charitable 
organizations in the same way that they demand food, automobile 
repairs, or mcvie tickets. In other words, the amount people 
give to charity, like the amount they spend on hot dogs, is 
assumed to depend upon their income, the price of charity 
relative to other goods and services, and perhaps also on such 
other factors as age and place of residence. The empirical 
studies then estimate statistically the relationship between 
contributions and these variables on the basis of tax or survey 
data, paying particular attention to the responsiveness of 
contributions to changes in income and price as measured by 


income and price elasticities. The greater these computed 
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elasticities (measured as the percentage change in contributions 
divided by the percentage change in income or price), the more 
responsive contributions are to changes in incomes or price. 
Price elasticity measures are particularly important in 
considering the effects of taxes on charitable giving because, as 
already mentioned, the "price" of giving is directly related to 
the marginal tax rate. 

Table 11 summarizes the results of 10 such studies in 
Tecent years. The first nine studies all relate to the United 
States, commencing with the first such study by Tanssig in-1967 
and concluding with a more sophisticated study of Clotfelter in 
1980. The huge range in these estimates - from Tanssig's price 
elasticity of 0.1 to Dye's of 2.5, for example - does not at 
first glance inspire much confidence. Most economists, however, 
would probably feel fairly comfortable with the conclusion of the 
most recent Clotfelter study, namely, that while the short-run 
responsiveness to changes in the "price" of charity (e.g. through 
tax changes) is probably quite low, over the longer run changes 
in the tax treatment of charitable contributions will probably 
induce a substantial increase in the flow of such 
contributions.?4 

The only published Canadian study (by Hood, Martin, and 
Osberg) essentially applied the method used by Feldstein in 1975 
to 1968-73 data from Taxation Statistics. This study found a 
much lower income elasticity than did Feldstein for the U.S. or 
than Clotfelter's "long run" estimate. Unlike most of the U.S. 


studies cited, however, this study was not based on a sample of 
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TABLE 11 


Estimated Response of Charitable Donations to 
Pricevand Income Changes 


Price Income 
Study Ela Siehe iay Blas ticicy 


Taussig (1967) 
Schwartz (1970) 
Feldstein (1975) 
Feldstein and Clotfelter (1976) 
Feldstein and Taylor (1976) 
Boskin and Feldstein (1977) 
Dyer 1o77) 
Reece (1979) 
Clotfelter (1980) - long run 
= ShoLcerun 
Hood, Martin, and Osberg (1977) 


SOs NN Core) 
Nr LOW W VN Se 
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Note: In some instances these values are rough averages of the 
several estimates presented. Full citations of the 
various papers may be found in the source. All estimates 
exceptethevLastsroawvarer forethesu:s. 


Source: J.A. Johnson, "The Determinants of Charitable Giving 
with Special Emphasis on the Income Deduction under the 
Income Tax - A Survey of the Empirical Literature”, 
Working Paper No. 82-29, Department of Economics, 
McMaster University, August 1982. 
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individuals but on published aggregate data.>> 


Both the weight 
that should be attached to this lone study and its comparability 
with the various U.S. studies are thus not clear. Nevertheless, 
for what they are worth, these results suggest both that the 
proportion of income given to charity will fall over time as 
incomes rise and, in contrast to most U.S. studies, that 
relatively little stimulus to contributions results from their 
deductibility for tax purposes. This study concluded that 
substituting a tax credit for a tax deduction - perhaps the most 
common reform proposal in this area in recent years - would 
probably result in an overall reduction in contributions because 
high-income taxpayers would give much less as a result of the 
increased cost of giving to them, even though this would be 
partially offset because low-income taxpayers might be expected 
to increase their "consumption" of giving since its price to them 
would now be lower. 

In addition, if the results of some of the U.S. studies 
can be carried over to Canada - and some of the evidence cited in 
Chapter 2 above indicates that perhaps they may - the mix of 
total contributions might also shift greatly with such a tax 
change. The price-sensitive higher-income donors, whose relative 
importance in total giving would decline, tend to give more to 
non-religious charities. Both the price and income elasticities 
of giving to educational institutions in particular were found to 
be much higher than those to religious organizations in a 1975 
study by Feldstein.°© The implication of this finding is of 


course that those who want to increase giving to universities 
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should concentrate on increasing giving at the top, not the 
bottom, of the income distribution. Substituting a tax credit 
for a tax deduction, for example, as has long been advocated in 
Canada,>’ would on balance probably reduce rather than increase 
private gifts to universities - at least if these U.S. results 
(themselves of course subject to some dispute) may be applied to 
Canada's rather different charitable and tax environment. 

Two final points may emphasize even more how little anyone 
really knows about the determinants of charitable giving in 
Canada, let alone about the effects on giving of various proposed 
tax changes. In the first place, a still more recent American 
study - not cited in Table 11 - has concluded on the basis of a 
more elaborate econometric approach (estimating a system of 
demand equations rather than a single equation) that in fact only 
high-income taxpayers are responsive to changes in the "price" of 
giving.?° The low-income taxpayers who account for the great 
bulk of giving, particularly to religious organizations, were 
found in this study to be very responsive to changes in income 
but not at all responsive to price changes. The implication of 
this result - again assuming, without warrant, that it can be 
carried over to Canada - would seem to be that moving from a 
deduction to a credit would, as before, tend to reduce 
contributions to education and other non-religious activities but 
that this reduction is even less likely to be offset in aggregate 
by an increase in contributions by lower-income people than was 


earlier thought to be true. 
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Secondly, and even more basically, the very applicability 
of the fundamental "model" underlying all these estimates - that 
philanthropy is a service "consumed" by individuals like any 
other good or service - has recently been powerfully questioned 
in a paper which also, not so incidentally, casts severe doubt on 
the entire conventional case for the public subsidization of 
private philanthropy through the tax system or in any other 
Waye The flavour of this paper may perhaps be conveyed simply 
by citing its sweeping conclusion on the conventional approach: 
~sewunis theory hasv’implications that are* paradoxical, 
implausible and inconsistent with empirical evidence.°9 

All in all, without going into the rather complex merits 
of this criticism, it nevertheless seems fair to conclude the 
present discussion by noting that, when both the empirical 
results and the theoretical underpinnings of the connection 
between taxes and giving are under this sort of attack and 
revision - and when almost no serious work on the determinants of 
giving has been done in Canada - it would take a very rash person 
indeed to pontificate about these issues. The only really 
justified conclusion to the present brief summary is perhaps to 
note with regret that we simply do not know much about the 
effects on charitable giving of various proposed tax changes. 

On balance, however, it seems likely that universities may 
be among those who benefit most from the present system of 
charitable deductions which favours wealthy donors more than poor 


ones. Measures that would lower the price of giving to the 


wealthy even further - for example, extending the favorable 
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treatment now granted gifts to the Crown and those under the 
Cultural Property Act to all gifts to universities - would also 
probably have some beneficial effect on giving to universities, 
whatever their desirability or undesirability when considered 
more generally. It is not possible, however, to say anything 
very useful or concrete about how much universities might benefit 
from such changes, or what the costs in terms of revenue and 
equity forgone might be. 

In Ontario today, as a U.S. study of private philanthropy 
and university finance in that country noted a few years ago, it 
may well be the case that "...private philanthropy must provide 
resources; to -enable-_straining institutions )to avoidrreducing the 
quality of their offerings to remain solvent" and that tax policy 


should "...assist and not hinder this response". ©+ 


On the whole, 
however, the present tax system probably "assists" private giving 
to universities fairly strongly already by lowering the "price" 
of giving most for those who are well-off, who probably give most 
to universities. Moreover, the 20 per cent income limit, which is 
probably only of much significance with respect to bequests of 
appreciated property in any case, has been substantially 
liberalized in recent years, as have the disbursement rules with 
respect to bequests and endowment funds, which may occasionally 
have pinched universities. 

There are of course other tax measures that might increase 
giving to universities even more, such as the exemption from 
capital gains tax of gifts of appreciated property to 


universities or, more broadly, permitting the deduction for tax 


45 


purposes of more than the actual amount - say, 125% - of gifts to 
universities. Such measures would not be costless, however. Nor 
is any clear and obvious rationale apparent as to why 
universities should be thus favored relative to other recipients 
of charity. Finally, as emphasized above, it is impossible to 
say how much such measures would yield, to whom the benefits 
would flow, or for what purposes they might be earmarked. 

This rather negative conclusion should not be taken, 
however, to mean that the universities themselves cannot and 
should not do more to take advantage of the already existing tax 
advantages for giving. The U.S. study cited above, for example, 
listed several functions of private philanthropic support of 
higher education which seem equally applicable in Canada: (1) to 
provide an important margin for improvement, to strive for 
excellence rather than adequacy; (2) to support innovative and 
risky programs with possibly large long-range payoffs; (3) to 
retain some degree of flexibility, diversity, and autonomy; and. 
(4) to provide a buffer against the adverse effects of sudden 
shifts in government funding. °* 

In short, in an era of reduced or stagnant public-sector 
funding of universities, even a small amount of incremental 
funding from private gifts and grants may serve to save Ontario's 
universities from genteel decay and to permit their continued 
growth and improvement, at least in some areas of activity. In 
the words of a recent University of Toronto report, "...funds 
from such sources, small though they may be, can be crucially 


important to the academic quality of our institutions, since they 
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can be used in a discretionary fashion to innovate and to 


encourage excellence". °? 


Such funds are not costless to raise, 
of course, nor are they always costless to receive, given the 
propensity of donors to favour specific projects rather than to 
give unrestricted support.. But nothing in this world is: free, 
and it seems likely that on balance, most universities would be 
better off with more funds, even if some are earmarked to 
particular buildings or programs, than with smaller, albeit 
perhaps less restricted, budgets. 

Even if Ontario universities overcome all internal 
obstacles to the eager pursuit of increased private funding, 
however, it will not be that easy to come by since everyone is 
out there looking. As a recent Globe and Mail article put it: 
"When altruism [or, one might add, government] won't pay the 


64 The 


bills, fundraisers seek new avenues to your pockets". 
competition=foradonationsris fierce, (andeget ting) frercen: varts 
organizations, welfare agencies, even hospitals, are getting into 
the act as public-sector support is cut back while costs continue 
to rise. A decade ago, for instance, a newspaper article on 
hospital funding could be titled "Fund Raising on Way Out?" 
(Financial Post, May 19, 1973); now it is more likely to be 
"Metro Hospitals Appealing to Public as Debt Forecasts go Through 
the Roof" (Toronto Star, May 31, 1984). This increased 
competition for the elusive benefactor, corporate or individual, 
means that those engaging in fund-raising activities have had to 


become more professional in their approach. 


47 


University fund-raising too must therefore become more 
professional, drawing on expert resources, engaging in continual 
solicitations of alumni and other identifiable groups, and so on. 
At times, some university policies and practices may need to be 
amended in order to carry out this task effectively, but the 
minor pain of making such changes should be relatively easy to 
bear if results are visible in the form of fresh funds flowing to 
new activities (and not drying up as quickly as would otherwise 


be the case for old ones).°> 


It may be more painful for 
University presidents and boards of governors to redefine their 
task to be as much or more to encourage private support for 
university functions as to attempt to govern and regulate those 
functions. Indeed, it seems unlikely that Ontario universities 
ever will, or should, move as far in this direction as have many 
U.S. universities, public and private alike.°°® 
Nevertheless, if universities are to depend more upon 
private support to maintain their vital cutting edge of 
innovation in the face of reduced or stagnant government funding, 
some serious rethinking and restructuring of the role and 
structure of their governing bodies may be required. 
Increasingly, university presidents in Ontario may, for example, 
come to be judged more in terms of their performance as fund- 
raisers than as statesmen, conciliators of conflicting internal 
factions, or distinguished scholars gone to their just reward. 
This result may not be very palatable to some, and it is unlikely 


in any case ever to be carried to the level sometimes seen south 


of the border - but some move in this direction is probably an 
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inevitable accompanient and perhaps precondition of any 
substantially increased dependence of Ontario universities on 


direct private donations for financial support. 
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Chapter 4 
BUSINESS-UNIVERSITY RELATIONS 


The previous two chapters provide a fairly thorough 
overview of what is known (or may be inferred) about many aspects 
of private philanthropic support of universities in Canada. The 
present chapter is included to provide some much more preliminary 
background material relevant to the more complex set of questions 
raised by the Commission's concern to “encourage industry- 
university linkages and industry support of Ontario 


universities."°/ 


The first section of the chapter sketches the 
broad terrain of university-business relations apart from the 
outright philanthropy discussed earlier. This section (and 
indeed this chapter as a whole) has benefited considerably from a 
recent study of corporate-university relations in Canada by the 


68 The second section of the 


Corporate-Higher Education Forum. 
chapter then focuses more specifically on university-based 
research, particularly that part of it financed by business, with 
particular emphasis on the fact that such research in a sense 
really involves three, not just two, parties: as shown there, 
government policies, both with respect to taxation and to its own 
support of research, substantially affect the business-university 
relationship. Finally, the last section of the chapter reviews 
briefly the prospects for increasing business "commercial" 


support of university activities, as well as some of the problems 


of balance and bias to which such support may give rise. 
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Introductory Overview 


As with respect to private philanthropy, whether the state 
of university-business relations in Canada is considered to be 
"good" or not depends on with what one compares it - with past 
experience, with other countries, or with some more abstract 
concept of the ideal state of relations. There seems little 
doubt, for instance, that the relations of the academy and the 
corporate world are both closer (and more diverse) at the present 
time than has ever before been the case in this country.°” 
Moreover, these relations are probably as close as those in any 
other country - apart, of course, from the United States which in 
this, as in so much else, is unique in the scope and diversity of 
its triangular relations between business, government and higher 
education. 79 Whether corporate-university relations are "close 
enough" in Canada in some absolute or relative sense is of course 
a question that cannot be answered here. 

What can be done, however, is to provide a quick overview 
of what a recent report has called "the extraordinary diversity 
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of the current linkages." First, and undoubtedly most 


important, is the role of universities as a primary provider of 
well-educated personnel for the private sector. To quote two 


recent pieces by business leaders: 


In order of importance, industry looks to higher 
education for: a steady supply of well-educated 
graduates; relevant basic science, and scientists able 
to offer fresh igsights; and, sometimes, technological 
ideas and leads. 


51 


The emerging source of basic economic strength 
for any society is not capital investment or natural 
resources, as importanteassthey ares Tit isobrain 
power... Canada is not just facing a shortage of 
engineers. It is facing a potentially crippling 
shortage in almost every body of knowledge we will 
need in the next two decades. ...All disciplines are 
important to our future, even if some are more 73 
important than others at a given moment in time. 


Corporations (and the economy) are thus increasingly 
dependent on the output of trained university graduates. In 
recent years, some corporations, perhaps particularly those 
closer to technological frontiers, have come more and more to 
recognize this interdependence in a variety of ways. Some, for 
example, provide student awards based on academic performance, in 


74 
order to encourage and reward excellence. 


As noted in Chapter 
2, others pay (or refund) the tuition of employees who undertake 
furtherseducation; partdcubarly;butonot’ exciusively,—> that 
related to professional upgrading. In some instances - the 
"Executive MBA" program at Toronto might be one example; another 
might be some of the special courses established at universities 
by the chartered banks - the full cost of providing such 
instruction may be covered, although this appears to be rare./? 
More could undoubtedly be done along these lines at least in some 
instances without unduly perverting universities from their 
central functions. 

Similarly, in other (or the same) instances, more might 
also be done to free qualified corporate personnel to teach at 


universities (perhaps as adjunct professors) as well as to permit 


and facilitate university faculty taking industrial postings 
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during their research leaves. Obviously, some problems would be 
involved in expanding such interchanges at the faculty level 
beyond the miniscule (and one-way) number at present existing in 
Canada under NSERC's program of Senior Industrial Fed lows ° 
There would appear, however, to be no insuperable difficulties to 
overcoming such problems as the difficulties academics sometimes 
have had in obtaining publishable results from such leaves or the 
short-run opportunity cost of sparing essential industrial 
research personnel for an afternoon a week at the university. 
Similarly, the more advanced equipment in company than in 
university labs is often mentioned, when deploring the conditions 
of the latter: why not take at least some students and 
professors to those labs, then, in some instances? None of these 
suggestions would necessarily be suitable in many, perhaps most, 
circumstances, but surely more can and should be done along these 
lines than appears to be the case at present. As the rapid and 
surprisingly successful expansion of co-operative education, not 
just at Waterloo but at some 20 other post-secondary institutions 
in Canada, has demonstrated, where there is a will, a way can 
usually be found. // 

Most of the suggestions mentioned briefly above as possible 
ways of increasing corporate support of universities have 
received relatively little attention in recent years, however, 
despite apparently widespread agreement on the importance of 
improving the quality and, in at least some areas, the quantity 


of university-trained people. Instead, almost all attention has 


been paid to the prospects and possibilities of strengthening the 
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linkage between industrial and academic research. In the report 
of the Corporate-Higher Education Forum cited earlier in this 
chapter, for example, less than 10 per cent of the text is 
concerned with the problems of "brain power" as such. The rest 
of the report is instead devoted to describing, evaluating, and 
proposing ways to facilitate corporate-university cooperation 
through (1) joint ventures; (2) university-based interface 
institutes; (3) university-based research parks; (4) university- 
based companies; and (5) contract research, with particular 
emphasis on the first two. Although the next section of the 
present chapter focuses more explicitly on this research theme, 
it seems appropriate to conclude the present section by a very 
brief review (in reverse order) of these five forms of linkage. 
Contract research is probably the major form of corporate- 
university research linkage in present-day Canada, at least in 
terms of the numbers of university faculty involved. Very little 
aggregate information is available concerning the size and nature 
of this activity, however, because much such research is still 
arranged and managed on an ad hoc basis by individual faculty 
members, often on a “moonlighting” basis. This is perhaps less 
true in those areas which rely heavily on access to laboratory 
facilities.) Such research may sometimes be socially 
beneficial - resulting for example, in the exposure of faculty to 
"real world" problems and hence perhaps in better scholarly 
publications and publicly-available additions to knowledge. In 
other instances, contract research may be socially detrimental, 


as when companies pick professional brains, presumably to the 
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private reward of both parties, but sometimes to the detriment of 
adequate professional contribution to the generation and 
transmission of knowledge. Universities may gain from the 
knowledge acquired by their faculty in such endeavors, or lose - 
both through the diversion of faculty time and, more concretely, 
through the invariable failure of outside contractors to cover 
the full costs of university-based’ researchers. The latter 
problem is of course greater when the contract research is a pure 
"moonlighting" effort, but it usually exists even when - as is 
increasingly the case in larger universities - many such efforts 
aresrun, through University “contzactingwoftices 7 aihisrpormters 
discussed further in the next section. 

A much more recent and less widespread form of linkage is 
the university-based company. Many probably feel, with reason, 
that universities ought to do a better job of managing their own 
business before becoming involved in the business of setting up 
wholly- or partly-owned corporate subsidiaries to market the 
products of university-based research. Nevertheless, it seems 
likely that this sort of effort will become more rather than less 
common in the future. The University of Toronto, for example, 
has recently established a separately-funded Innovations 
Foundation to aid in arranging commercial licenses and spin-off 
companies for university-generated research products. One such 
company - launched before the creation of this Foundation - has 


78 _ but it has achieved this 


already shown some degree of success 
success in effect by severing completely any institutional ties 


to the university. It may well be, however, as a recent Science 


ys) 


Council study rather pessimistically concluded, that most of 
Canada's universities are more likely to close the window on 
industrial research afforded by such activities than to, in 
effect, evolve into the sort of research park-cum-technical 
university that might otherwise emerge over time with the further 
proliferation of university-generated research companies. ’” 

While Waterloo may prove an exception to this, as to some 
other generalizations about Ontario universities, it seems fair 
to conclude that for whatever reason there has as yet not really 
been a successful example of a university-based research park in 
Canada. Three reasons may be suggested to explain the failure to 
generate such activity on a self-sustaining scale in the past .29 
The first, as already noted, is the obvious reluctance of many 
universities, despite frequent statements by some spokesmen to 
the contrary, to make a serious commitment to linking industrial 
and university research in a continued and substantial way. One 
simply has to sit on a few university committees to realize the 
deep ambivalence felt - with good reason, given the traditional 
self-image and perceived role of universities in Canada - within 
university faculties on such matters. 

Secondly, perhaps not enough attention has been paid to the 
often-pivotal role of government decisions (or non-decisions) in 
shaping the growth and nature of the academic research community 
in this country. Three examples may suffice to make the point: 
(1) The Sheridan Research Park complex in Mississauga was 


(apparently deliberately) placed at a distance from the existing 


university-based research complex - for example, the Ontario 
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Research Foundation was moved there from the University of 
Toronto campus. (2) Federal departments appear to have been most 
reluctant either to contract substantial on-going tasks (e.g. 
drug testing) to university labs or to construct their own 
research facilities in proximity to university facilities to 
encourage synergy. (3) When, presumably after due and agonizing 
deliberations, the federal government decided to spend several 
million dollars on microelectronic research, it scattered its 
resources across seven university centres, thus achieving a nice 
regional balance - if not necessarily a viable research base. 
Similarly, when the Ontario government decided recently to foster 
industrial research through six technology centres, it both 
scattered them about the province and essentially located them in 
such a way as to make it very difficult for any links to be 
established with university-based researchers. 

And finally, there is of course also often considerable 
reluctance from the business side - perhaps owing largely to 


"cultural differences"? 


- to becoming closely involved with 
university researchers. (This last point is discussed briefly in 
the final section of this chapter.) 

Much the same arguments apply, of course, to university- 
business joint ventures and to so-called "interface" research 
institutes. Nevertheless, not only have these two sorts of 
linkage received most publicity in recent years, but they have 
also been the most actively developed. A recent report, for 


example, listed 20 such institutes (11 in Ontario) in which 


corporations have played a strong role, along with 37 joint 


a 


ventures (6 in Ontario).°4 Table 12 lists the apparent Ontario 
players in this game. With very few exceptions, most of these 
ventures are very new - and new ones seem to be popping up every 


day 


Rather than rehearse this well-trodden ground further 
here, however, the final section of the present chapter will 
consider a little further the prospects and problems of such 
developments, following a brief review in the next section of 


university-based research in Canada. 


The Research Triangle: Government-Business-University 


Table 13 presents some basic data on the size and funding 


4 The first two columns of the 


of university research in Canada. ® 
table cover what seems often to be thought in Canada of as 
university "R and D" - and is, indeed, so labeled in the official 
statistics - namely, expenditures on health sciences and on 
natural sciences (including engineering). As seen there, 
universities perform a substantial but declining proportion of 
such activity in Canada. The same trend is apparent when all 
university research activity, including that in the social 
sciences and humanities, is taken into account, as in the next 
two colunns>ofe lables lo,.etherrole ofethe universities in* other” 
("non-R and D") research, however, has in fact increased sharply 
over the period - from 73 per cent of the total of such research 


in 1976 to 82 per cent since 1979 - even though the proportion of 


total university research devoted to such "non-R and D" research 
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TABLE 12 


Formal University-Business Linkages in Ontario 


Supporting . Start-up 
University Businesses Title Date 


-S LMteOniacewlnsit tut esa — 


Carleton Various Ottawa-Carleton 1983 
/Ottawa Research Institute 
Guelph Various Canadian Centre for 1982 
/Toronto Toxicology 
Guelph Ontario equine Equine Research Centre n/a 
industry 
McMaster n/a Instat ute. for Polymen n/a 
Technology 
Queen's CNR, CPR Canadian Institute of 1970 
Guided Ground Transport 
Queen's Mining Centre for Resource Studies 1973 
Association 
Queen's Northern Canada Microelectronics, 1983 
Telecom va vem 
Queen's Dupont NMR Spectometer Lab 1981 
Waterloo Various Institute for Computer 1983 
Research 
Windsor Various Institute for Canadian- 1939 


American Studies 


- Joint Ventures - 


Carleton Honeywell Software development 1978 

Guelph GEAC On-line library system LOTT. 

McMaster X-Ray Assay Nuclear Activation Lio 9 
Serve esa cdi: 

McMaster Hewlett- Software 1933 

Packard 

Ottawa Various Kanata High Technology 1935 
Training Association 

York Seingtexaltde Unisearch Associates M83 


Source: Partnership for Growth (Corporate-Higher Education 
Forum, i984) pps 28229; 38-59. 


Year 


LOTS 
Los? 
1978 
ta. 
1980 
ow 
Ie kes 
1983 


Notes: 


Source: 
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Unversity Research Expenditures, 1976-1983 
(Samidilion) 


Percentage. Distribution 
Of Sounce: of 
Research Funds 


Ug versity. As As 
R and D % University % hedn2 ero ve 


Iso 


(1) 


(2) 
oe) 


(4) 


Pernormed ,.lotal Research otal. GoverveGovien Univ. Other 


48] 2640 664 lige «eno Uae Gla 4.4 
540 26.55 7o0 D252, oo BO = Gla 4.4 
594 Don S2i S12 WLor's 9 Desa DEG 
SHES, 2h 897 20 0 26 G PL pee ot Bas | 
aang ZR 2 Dye a? ZOGos) COLO allo, oo Oye Dal 
828 van Wa Ne Seas: 265. Bit Di laeae meer US 5 2 6.0 
908 Loe LYZSU 2G, ANS Sir SAD) Oates 0 65.0 
00 de eal IEA EWS ZA 2 ee ae Oe ee an Shere 

University "research" encompasses all institutes of 


post-secondary education. 1982 and 1983 figures for 
university R and D performance are preliminary. 

The difference between "R and D" and "Research" is 
research in social science and humanities. 

The sources .of funds flor. research in social sciences 
and humanities are estimated for 1981-83 on the 
basis of 1976-80 Miiqures in statistics Canada, 
Annual Review of Science Indicators 1980 (No. 13- 
212), p. 65. The percentage distribution calculated 
from this sourceshas also beentiapplied to the rather 
different figures estimated for 1976-80 in the 1983 
publication cited. (Similar figures may be 
estimated on the assumption that all government 
funding of such research in excess of government 
performance of such research goes to universities.) 
"Other" includes business enterprises, private-non- 
BGO Sac Ore ah. 


Srawist les Canada,, canadian sciences Indicators 1983 (No. 
88-201). 
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actually declined slightly over the same period. In other words, 
while universities have increased their research: expendi tunesein 
"hard" science (especially the health sciences) over this period 
more rapidly than they did in other fields, they still did not 
increase these "R and D" expenditures nearly as fast as did other 
sectors, particularly business, which accounted for 63 per cent 
of the total increase in Canadian R and D spending from 1976 to 
1983 (and rose from 41 per cent to 56 per cent of the total). In 
constant dollar terms, business R and D over this period rose by 
113 pericent,« compared to!a risevof onlyal5*per cent in Reanded 
performed by universities.°° 
Almost all the $2,004 million in R and D performed by firms 
in 1981 was either self-financed (76 per cent) or financed from 
other private sources, domestic or foreign. Only 11 per cent of 
business R and D was financed directly by governments (in 
addition to perhaps another 5 per cent from tax relief of various 
sorts). In turn, business financed 8 per cent of the small 
amount of R and D carried on in the provincial government sector 
($137 million in 1981) and 3 per cent of the even smaller amount 
($30 million) performed by the small private non-profit sector 
(consisting mainly of a few health research organizations). 
Perhaps more surprisingly, business financed only $4 million out 
of the $828 million of university R and D - or less than one-half 
of 1 per cent. If “other" university research - to which 
business contributed nothing - is taken into account, as in the 
distribution of sources of funds shown in Table 13, direct 
business support of university research shrinks even further into 


statistical insignificance. 


ey) 


As shown in that table, Canada's universities both account 
for about one-quarter of all research expenditures, and finance 
over half of that amount directly out of their own resources. 
While anyone familiar with university accounting knows that this 
last figure must obviously be an estimate, it deserves emphasis 
that it apparently includes no estimate of faculty time spent on 
research. Instead, it appears to include only the-direct cost to 
universities related to research activities which are not covered 
by funds received as research grants and contracts: in 1981-82, 
for example, 12 per cent of university operating expenditures 
were estimated to be devoted to such expenditures, mainly for 


supplies, equipment, and non-academic salaries. °® 


Of course, 
these funds too really came from government as part of regular 
university operating funds, although as a rule this funding is 
not clearly related to research in any manner. © 
To sum up, the role of universities in Canada's research 
effort is obviously very important, both as performers of 
researchwand;. wnat: isi perhaps less widely ‘realized, also ‘as 
funders of research. The direct funding of university-based 
research by corporate Canada is miniscule at the present time. 
Even if half the university research funded by private nonprofit 
organizations is also assumed (with no particular warrant) to 
come indirectly from the corporate sector, less than $40 million 
of total university research of $1,376 million in 1983 could be 
said to be funded by the corporate sector, with less than 6 per 


cent of this total being funded by the private sector as a whole. 


Statistically speaking, it appears, corporate-university 
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relations in the research area may be generating a lot of 
publicity, but there is as yet not much money in university 
coffersetosshowsforaat. 

A second point which emerges clearly even from this quick 
overview of the data is the overwhelming importance of 
governments, both federal and provincial, as sources of funds for 
university-based research, particularly of course if their 
"indirect" contributions (the share of general university 
operating budgets that goes to support research) are also taken 
into account. In 1983, for example, the federal and provincial 
governments together directly financed $503 million (50 per cent) 
of university R and D and an estimated $71 million (19 per cent) 
of other university research, for a total of $574 million or 42 
per cent of all university research from direct government 
sources. The role of governments is in fact even more critical 
than indicated by such figures, however, for government policies 
to a large extent determine the size and nature not only of 
university research but also of business research expenditure - 
including that small part of it which is spent at universities. 

The balance of this section explores some of the reasons 
why it seems correct in Canada to speak of a "research triangle", 
with the three corners being government, business and university, 
each dependent in different obvious and not so obvious ways on 
the other. Government funds research in the corporate sector 
both directly (through grants and contracts) and indirectly 
(through tax subsidies): in return, business presumably provides 


what governments want - more R and D. Similarly, for the same 
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reason government also funds research in the universities both 
directly (through grants and contracts) and indirectly (through 
the portion of the operating budget that supports research). 
Finally, in what is clearly the weakest link of the triangle at 
present, business buys a small amount of direct research from 
universities - and receives benefits not only from this 
expenditure but also from the resulting supply of trained 
researchers and, to a limited extent, the knowledge generated 
from government-financed university research. 

Over the last thirty years, both federal and provincial 
governments have allocated ever-increasing amounts to the 
encouragement of scientific and industrial research and 
development in the private sector. These financial transfers 
have been of two types: direct grants-in-aid and tax incentives. 
We shall say nothing much here about grants and consider only 
briefly those aspects of the tax rules governing business- 
sponsored research that seem of direct relevance to Canadian 
universities. °8 

While the logic of tax accounting suggests that business 
spending in the hope of enhancing future income is an expenditure 
of a capital nature and hence should not be deducted as a current 
expense, an explicit exception is made under the Income Tax Act 
in respect to basic and applied specific research and to 


89 To begin with, all 


innovative product or process development. 
costs of an eligible program are treated as tax-deductible 
expenses whether they are of a "current" (or intangible) nature 


or of a more clearly "capital" nature (i.e., requiring 
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acquisition of tangible assets - other than land). The taxpayer 
has the option of full write-off of all such expenses to the 
extent of his otherwise taxable current income (with the normal 
carry-back and carry-forward of losses) or else of a spread of 
his own choice over the future. The write-off is, however, 
reduced by grants and loans received under specified government 
research-financing program. (If and when such amounts are 
repaid, they become tax deductible.) 

Moreover, from 1977 to 1983, a corporation (but not an 
individual) that increased its qualifying research expenditure, 
beyond the average of the previous three years, was entitled to 
an additional tax deduction amounting to 50 per cent of the 
increase. This special allowance, however, has now been replaced 
by the enriched investment tax credit described below. In 
addition, the general investment tax credit provisions were also 
made applicable to qualifying scientific research spending in 
1977, thus permitting corporations or individuals to claim a 
credit against federal tax otherwise payable amounting to 10, 20 
or 25 per cent of expenditures, depending on the location and 
size of the business. (This tax credit, however, reduced the 
permitted expenditure write-off, dollar for dollar.) 

One complaint about the R & D tax incentives as they 
existed in the early 1980s, generous though they were, < was that 
they could only influence the conduct of those businesses that 
were actually currently liable for taxation: those who have no 
profits do not benefit from reductions in their nonexistent 


taxes: In 1983, therefore, the federal government extended the 
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benefits even to those businesses not currently paying taxes: 
corporations engaged in qualifying research and development may 
now transfer their potential tax benefits to outside investors 


who purchase shares or debt.? 


At the same time, the 50 per cent 
additional allowance on incremental corporate R & D was replaced 
with an enriched investment tax credit to corporations and 
individuals. The general rate of this credit was raised to 20 
per cent of qualifying expenditures, to 30 per cent for research 
conducted in the Atlantic provinces or the Gaspe, and to 35 per 
cent for small business corporations. 

Two further points may be made with regard to the relevance 
to universities of these research and development tax incentives. 
First, a program will qualify for all these benefits if it is 
"for research related to the class of business of the taxpayer" 
and is financed at any Canadian university or affiliated college 
(Interpretation Bulletin IT-151R2). In other words, business- 
financed research performed by a university qualifies for the tax 
benefits described. On the other hand, it should perhaps also be 
noted that, where an expenditure might be construed as either a 
charitable donation or as a payment for scientific research, it 
may not be treated, for tax purposes, as a charity claim. 

On the whole, however, there does not seem to be strong tax 
bias for or against corporate-financed university research at 
present. The most recent federal report on technology 
development, however, would apparently tilt this system more to 
favor university research, both by giving companies a 50 per cent 


tax credit for R and D performed on their behalf by universities 
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and by paying a 25 per cent bonus to the universities themselves 


< In 


based on the value of industrial research contracts.” 
addition, this report recommended that the federal government 
should pay the full cost of all research sponsored by it at 
Universities. If all these recommendations were to be adopted, a 
new day indeed would dawn for university research (at least in 
natural and health sciences and engineering).°> 
Matters would be even better in this regard if, as they 
should, universities also began to charge industry (and 
provincial as well as federal governments) for the full cost of 


research carried out on its behalf.77 


Other changes needed to 
facilitate the establishment of sound industry-university 
research relations are for the federal government to remove some 
of the present rules favouring contracts with profit-making as 
opposed to non-profit researchers and to stop trying to beat its 
own rules to avoid paying even the minimal indirect costing now 
allowed on research contracts. Unless some changes are made in 
these respects by both universities and governments, it is all 
too probable that successful efforts to attract more private 
sector dollars into supporting university research will turn out 
in the end to be a financially losing proposition. To quote 


James McPherson's accurate summation of the present situation: 


It is time to recognize the negative impact on 
their position, when universities claim to be under- 
funded, under-staffed, under-built, and under- 
equipped, while at the same time acquiescing to their 
clients' insistence that they maintain a pricing 
policy on contract research which can only be 
justified by the assumption that most components of 
indirect costs are already paid for, by their 
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financially sgund, well staffed, well equipped 
MisSbuLutLons. 


Increased government support through matching grants (as 
announced in Ontario's 1984 budget and proposed by the recent 
federal task force) combined with policies to cover adequately 
the full costs of government research grants and contracts would 
lead to more, and more adequately-funded, university research in 
themselves. Moreover, and equally important, such policies are 
needed to ensure that any increased private research funds 
flowing to universities (as a result, for example, of 
differential tax credits) will improve rather than worsen their 


present precarious financial position. 


Prospectsefor Increased Support 


A recent study of corporate-university relations in Canada 
placed considerable stress on the "cultural differences" between 
business and the academy and indeed argued that "the key to 
success [in improving relations] is to overcome cultural 


96 There is little that can be added in this 


differences." 
respect to the plans in that study for more efforts at 
understanding on both sides - combined with well-defined 
agreements with respect to particular research projects. Dealing 
with business is a serious business, and those universities that 


want to be successful in such endeavors must take them seriously, 


hiring the marketing, managerial, legal, and accounting talent 
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needed, as well as giving their own faculty entrepreneurs support 
and a clearly-defined guiding framework. 

Among other difficult tasks, university policies on 
linkages with corporate Canada must be both well-coordinated 
internally - as in the "Action Plan for a University" set out in 
the study just mentioned, for example - and at the same time 
decentralized, in order to encourage rather than stifle the 
development and growth of industry-university linkages, both 


formal and informal.?’ 


It is, of course, much easier to say this 
sort.of Tning wonan <1t waSitoW0clt. Dut sini Sees ethespathimtmnat 
seems necessary if universities decide that at least part of 
their salvation lies in strengthening private-sector support of 
university research. The main burden of developing an adequate 
policy framework in this respect clearly lies on the universities 
themselves. The long-term future of the country and its industry 
may indeed lie in the laboratories of Guelph, the software 
engineering of Waterloo, or whatever, but it is the universities 
that have the most to gain in the short-term and hence must make 
the major effort needed to improve the two-way flow of 
information, ideas, and more tangible items between business and 
the academy. 

Government too has a critical role to play in this process, 
however, both in fixing the terms of the research relationship 
(as indicated in the last section) and by facing up to some 
politically unpleasant truths about the nature of the research 
enterprise. In particular, governments will have to resist their 


apparently overwhelming tendency to stifle research by attempting 


67 


to coordinate it and to direct it to currently fashionable 
objectives on the one hand and by ensuring that everyone gets 
their bit on the other hand. In both of these respects, of 
course, governments probably reflect deep-seated Canadian 
prejudices. Even the recent report to the Corporate-Higher 
Education Forum, for instance, has a section entitled 
"collaboration is extensive but not evenly distributed"’°® - as if 
such uneveness were a problem to be resolved rather than the 
outcome to be expected in a dynamic market-driven research 
endeavor. Spreading research funds, like fertilizer, at a rate 
of so many units per square kilometer, is not the best way to 
produce a large crop of viable ideas. 

In particular, there is a good deal of evidence to suggest 
that the best results from university-industry research efforts 
are likely to emerge when a number of such efforts are carried 
out more or less contiguously, permitting ideas and people to rub 
against each other more or less continuously. Once again two 
recent American comments on such matters may suffice to put 
across this idea vividly: 

"Those universities in areas that do not have a 
steady flow of new entrepreneurs and a host of 
intellectuaj,and social activities may be pursuing a 
pipedream." 

"Faculty with ideas of commercial value...located 
closer to large cities...have more opportunities to 
discuss with potential customers the feasibility of 
their ideas, readier access to sources of financial 
support and, when the time comes to start operations, 

a larger and more varied labour force upon which to 

draw. [There are also more]...examples of successful 


entrepreneurs to fhAmulate the interest and avarice of 
faculty members." 
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In short, those who have the most are likely to do the best. The 
resulting degree of (essentially unplanned) concentration of 
effort in a few centres may not be "fair", but it seems 
inevitable if governments in Canada are seriously concerned to 
play in the big international leagues. Of course, permitting 
concentrated research efforts to emerge more or less 
spontaneously, and supporting such concentration through (e.g.) 
increased funding must be sharply distinguished from the 
apparently common tendency to pick out the favoured sectors or 
sites in advance, to shower them with funds, and then to continue 
to stand by and support them long after they should have been 
abandoned. To quote another recent report, "when the government 
is a player, it's very difficult to abort an unpromising research 
project, let alone one which seems to show promise once it's got 


started, "lO 


The problem with government-direct research is not 
so much that it is hard to pick winners but that it is so hard to 
abandon losers. 

Increased imbalance among university research efforts thus 
seems an inevitable accompaniment, indeed perhaps an essential 
ingredient of success, in any increased reliance on direct 
corporate support for university research efforts. Although 
governments may perhaps, in the end, be able to swallow such 
imbalance in the name of the greater good, it seems more 
problematic whether the universities themselves will be able to 
cope with the resulting internal imbalances. The universities 


will, as already suggested, have to do a lot to engender 


increased private support in the first place - selling 
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themselves, getting a good price for what they sell, improving 
their internal management structure, and so on. All of these 
very unacademic activities will create a good deal of stress on 
the governing structures of universities. When, in addition, the 
main immediate result of success in this endeavour will be to 
accentuate sharply the imbalance between (probably) some of the 
more science-and-technology oriented parts of the university and 
Clee espynuieealneadymdlhibiculbveiitenohisentor “university. 
administrators may become impossible. 

Those who receive such outside funding will expect, and 
deserve, adequate internal support as well and will certainly 
resent bitterly any indication that they are paying for their 
success in terms of reduced internal budgetary allocations. 
Others may not receive much such funding not because of any 
quality differential but because, for instance, their work is 
currently unfashionable or is too concerned with building up 
long-term intellectual capital to attract generally short-term 
oriented research funding (which too often wants only to draw 
down already accumulated capital rather than to build it up). 
Those in this situation will understandably resent the wealth 
being showered upon their colleagues from outside and will argue 
for compensating increased internal support. 

No easy solution to this dilemma is apparent. The 
beginning of wisdom, however, is surely to recognize that rather 
than increased private funding of university research replacing 
public funding, as seems sometimes to be thought, it is more 


likely to require increased public funding both to change the 
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terms of the research relationship (as argued earlier) and to 
provide the resources needed to retain the degree of balance in 
university structures necessary in the long-term public interest. 
Some faculties, and some faculty members, probably will and 
should be better off than others in the final analysis - just as 
they are now - but it would seem social folly indeed to face 
Ontario's universities with the choice of becoming either 
"techniversities" or undergraduate teaching institutions.12 
A recent private report concluded that "...there will be no 
end to the decline in academic standards until the provinces 
reform the way they finance the universities...to restore to the 
universities the freedom and the responsibility to manage their 
own resources and...to create incentives for the achievement of 


excellence. 1! 


Another recent official report concluded, with 
specific reference to Ontario universities, that "while some 
additional funding may be initiated by the BILD program and the 
IDEA Corporation...such funding [should] be closely related to 
the basic objectives of the universities and be co-ordinated with 


the basic funding policies... Moy 


Financial wisdom, and the 
necessary sound underpinning of any effort to increase private 
sector funding of universities, would seem to lie in the 
combination of these two ideas. Increasing private support of 
universities - whether philanthropic or with a "commercial 
mission" - may be necessary; it may even be desirable; and it is 


probably possible; but it is not a free good for either the 


universities or for the government. 
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Chapter 5 
CONCLUSION 


No lengthy conclusion to the discussion in the preceding 
chapters seems required. Perhaps, however, four central points 
which seem to emerge fairly clearly from the rather confusing 
array of materials assembled in the present study may be restated 


briefly here. 


In the first place, neither private philanthropy nor 
increased business funding of research offers any real 
solution to the pressing financial difficulties of 
Ontario's universities. Superhuman efforts would, for 
example, be required to double the present flow of 
Support from these sources, but even thus increased 
such funds would not make a significant aggregate 


contribution to university finances. 


= Secondly, however, it seems both possible and 
desirable to increase direct private support of 
universities, particularly when they are likely to 
remain under financial pressure for years to come. 
Private funds may not be substantial enough to make a 
large difference but, properly used, they may enable 
universities to continue to adapt and change as they 


must if they are to perform adequately their most 


Tis 


basic functions. Even if, as is likely to be the 
case, private funding flows more readily to some parts 
of the academic community than to others, gift horses 
should not be turned away simply because some must 
walk while others ride. The management of 
universities will not be made any easier by increased 
reliance, even marginally, on private funds, but a 
quiet life for managers does not seem a particularly 


relevant policy aim. 


Thirdly, the lead in increasing private support must 
be taken by the universities themselves. Their 
continued well-being is undoubtedly in society's 
interests, but in the present circumstances it is up 
to them to generate the interest and funds - whether 
public or private - on which that well-being 
ultimately depends. Governments can and should help 
this endeavour, particularly with respect to research 
funding, but in the end the catalytic role in 
engendering support must be played by Ontario's 
university presidents, governing boards, and faculty 
members. Both universities and governments, like 
everyone else, may of course have to face up to the 
unpleasant truth that it is not possible to pursue 
inherently contradictory goals (such as excellence and 


equality) simultaneously and costlessly. 


Ue 


Eindaty, end closely related to parts of the two 
preceding points, it seems likely that a more 
decentralized approach will prove more successful in 
generating increased private support than will a more 
centralized approach. The costs of decentralization 
seem obvious: a certain degree of anarchy, 
competitiveness, inequality, imbalance, and envy. Its 
virtues are less obvious but no less real: for 
example, a larger flow of support in general, with 
most. going to ‘those areas perceived, ina sort of 
public jousting match, to be most worthy of support at 
the moment. Such costs of the tidier centralized 
path, whether within or among universities - as 
perpetuation of the old and suppression of the new, 
and so on - are also less obvious, but no less real 
than its apparent appeal to the orderly minds of most 


academics and bureaucrats. 


In short, obtaining a limited amount of additional private 
support for Ontario universities seems possible and probably on 
balance desirable, but it will not come about without substantial 
changes in actions and attitudes by both universities and 
governments - as well as, in all likelihood, the private sector 


itselite 
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NOTES 


Commission, Ontario Universities 1984: Issues and Alter- 
Navives: (loromeos 01984))> pamzee 


Ibid., p. 21. The following quotations are from the same 
source. 


Elsewhere, the Chairman of the Commission has suggested, in 
effect, at least a partial return to the pre-1960s scene 

when business and industry covered more of university costs 
(As quoted in University of Toronto Bulletin, June 11, 1984, 
pp. 1-2). As has often been noted, however, comparisons with 
the small, elitist university sector of the 1960s are at 
least as treacherous as the U.S.-Canada comparisons commented 
on later in this report. It is not clear we have much to 
learn from our experience three decades ago: and, if we do, 
it could as well be that universities should withdraw further 
from the world (or at least the market) as that they should 
engage more strongly in it. (For a statement along these 
lines, see John F. Graham, “Perceptions of Canadian 
Universities in Relation to Funding: A Maritime 
Perspective", in David M. Nowlan and Richard Bellaire, eds., 
Financing Canadian Universities: For Whom and By Whom? 
(Toronto: Institute for Policy Analysis, University of 
Toronto and Canadian Association of University Teachers, 
1981), «pps 85-91...) 


This useful phrase is taken from a recent article by the 
President of Exxon Research (Edward £. David, Jr., 
"Supporting Research with a Commercial Mission", Change: The 
Magazine of Higher Learning, 14 (Sept. 1982), 26-29) in which 
he distinguishes corporate philanthropy from corporate 


expenditures more directly consistent with the "commercial 
mission" of corporations. 


This section started out as a simple updating of a similar 
set of estimates we had presented some years ago (R.M. Bird 
and M.W. Bucovetsky, Canadian Tax Reform and Private 
Philanthro (Toronto: Canadian Tax Foundation, 1976), chap. 
I). The appearance of new data sources, the disappearance of 
old ones, and the constant change of data classifications and 
presentations, made this task far from simple, however. 
Consequently, we have had to spend much more time and effort 
on obtaining the numbers presented here than we originally 
envisaged. While only those who have tried to assemble 
meaningfully comparable data from different statistical 
sources can perhaps fully appreciate the warning, we would 
emphasize the basically unsatisfactory nature of the data on 
philanthropy in Canada and thus the need to be very cautious 
in making much of apparent changes in the various numbers 
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from year to year or source to source. Despite these 
problems, however, we think the general picture set out in 
Une=Olrescnverepolt iS broadly correct’ ="if inevitably a bit 
fuzzy at various points. 


These figures are deflated by the CPI. If the implicit GNE 
deflator for personal expenditure in services is used, as may 
be more appropriate, the comparable figures for 1971 and 1981 
are (in 1971 dollars) $319 and $315 respectively. 


This estimate is based on data contained in Department of 
Finance, Analysis of Federal Tax Expenditures for Individuals 
(Ottawa, 1381) Tables 8-9. 

This statement is based on figures for earlier years reported 


infeire sana Gucovetsky,,.op. .cit., ‘pe lls “unfortunately, the 
source used there is no longer available. 


Alan Arlett, "Charities Caught by High Costs as Donations 
Slip. jw snamancral Pose, March) 13, 1982)" "As 7a “proportion of 
total corporate profits, this figure is roughly comparable - 
a bit lower - than those reported for the late 1960s in 
Samuel A. Martin, Financing Humanistic Service (Toronto: 

McC lel Vand ‘and Stewart; 2975) 5p. 71. 


Unpublished surveys cited in C.R. Webster, "Public and 
Rrivate Pnilanthropyeinethe Eighties”, [he Philanthropist 4 
(Winter 1984), 43. The total corporate donations distributed 
by purpose in this source are much smaller than the amounts 
reported in Table 4 in the text. (Webster, p. 38, estimates 
corporate donations as a proportion of profits, but 
illegitimately compares the donation data from tax statistics 
with the profits data from national income accounts.) 


For the earlier survey, see Martin, op. cit., p. 80. 


Alan Arlett, ed., Canadian Directory to Foundations and 
Granting Agencies (Fifth ed.; Toronto: Canadian Centre for 
Phi lanchropy,. 1982) 9. DcmeXV 

Nt oA a see opr AN a Be 


Ibid: uD. <x a eeenalso.. chesarcicie, cated in note’ 9 above. 


The apparent "mistake" has two sources: (a) a preliminary 
Survey report for urban areas only is used and (b) the number 
of those not itemizing for tax purposes (which is greater 
than the number claiming the standard deduction) is 
incorrectly estimated. (For the method used, see Hans Deeg, 
"The Changing Face of Givers", Financial Post, March 13, 
1982.) It should be noted the present authors have also made 
their share of mistakes in this field, both in the past and 
probably in the present: e.g. where, if at all, are bequests 
captured in the present estimates? 
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As shown in Table 7, amounts received from other charitable 
organizations are $530 million - but the same study shows 
elsewhere that the amounts contributed to other charitable 
organizations are $627 million. 


Another possibly encouraging coincidence may be worth 
mentioning here. As mentioned in note 5 above, some years 
ago, by manipulating the then available data, we estimated 
that total charitable giving eae was $749 million (Bird 
and Bucovetsky, op. Cit.,..). 45) -, ) Ne, 9 lesurvey aon 
charitable organizations (Nos. 61-211, 61-212) which was 
published around the same time reported that total charity 
excluding hospitals, teaching institutions (and receipts from 
other charities) was $671 million. Assuming contributions to 
hospitals and teaching institutions rose from 1971 to 1980 at 
a rate halfway between religious donations - which, as 
discussed earlier, increased more rapidly over the 1970s than 
other donations - and other donations (excluding hospitals 
and teaching institutions), the missing elements can be 
estimated and added to achieve a total estimate of Canadian 
charity for 1971 of $752 million. While it is hard to know 
what to make of such number games, this calculation would at 
the least seem to lend a little weight to our assertion in 
the text, that-a 1979 sestimate of Slco bil lionsior wocam 
giving (let alone $1.3 billion) is almost certainly on the 
low side. 


Martin, Opis Cit. sarOieht fee 

D.G. Ivey, "The Update Campaign for Private Support", 
University. of. Toronto, Bulletin, January. 25,.1982.. p08. This 
total includes outstanding pledges of $2.1 million, so the 
actual cash receipts during this five-year campaign at 
Canada's largest university were $30.8 million or an average 
of $6.2 million per year. 


Memorandum from D.G. Ivey to Campus and Community Affairs 
Committee, University of Toronto, April 11, 1983. 


Christine Tausi, "Alumni Funds Give Universities Leeway", 
University Affairs, April 1982, p. 4. 


Mary Mauksch, Corporate Voluntary Contributions in Europe 
(New York: The Conference Board, 1982), p. I. 

IDIds 8 Dentco. 

Ibid., p. 34; U.S. figure from Kathryn Troy, Annual Survey of 
Corporate Contributions, 1983 Edition (New York: The 


onference Boardca 98>) ee 07816. 


"Charitable, Britain®,. thes Economist... Dec... 26,4198) ,2 pen? z. 
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»ee Bird and-Bucovetsky, op. .cit., pp..4-6;.also Novia 


Carter, Trends in Voluntary Support for Nongovernment Social 
Service Agencies (Ottawa: Canadian Council on Social 


Development, 1974), p. 19. 


This general picture is broadly confirmed by the quite 
different survey data reported in the annual Conference Board 
Surveys (such as that cited in note 24 above) which cover 35- 
40 per cent of total corporate giving in the U.S. 


The derivation of the Canadian figures may be found earlier 
anathesvexc; the UsS.efigures come-ftrom datasin=Giving!U.S.A. 
(New York: American Association of Fund-Raising Counsel, 
Inc., annual). The 1980 figure for U.S. corporate giving in 
relation to pretax profits was, as already mentioned, 
considerably higher at 1.07 per cent: indeed, by 1982, this 
figure had risen to 1.77 per cent. On the other hand, no 
comparable change took place in individual giving as a 
proportion of personal income. 


Yearbook of Higher Education, 1983-84 (15th ed.; Chicago: 
Marguis),..1983)5).p;s 729% 


Statistics Canada, Financial Statistics of Education 1980-81, 
Table 18. 


Encyclopedia of Educational Research (5th ed; New York: The 
Preece Press a 1982). 5 Viol eZee hO9.2;. 


The importance of "cleaning up" U.S. figures before making 
comparisons with Canada comes out in many different ways. In 
1982, for example, alumni giving to American universities 
accounted for 25 per cent of all their charitable receipts, 
although these figures were substantially inflated by two 
huge gifts (totalling $115 million dollars) from one estate 
to Harvard and Washington Universities (Giving U.S.A. 1983, 
p. 51). If this exceptional benefaction is removed, alumni 
giving accounted for 23 per cent of gifts received by U.S. 
universities and all individual giving for 46 per cent. By 
way of comparison, Toronto's update campaign (cited earlier 
in the text) received 49 per cent of its support from 
individuals, with 17 per cent coming from alumni. 
Foundations provided 21 per cent of total giving to U.S. 
universities (15 per cent in Toronto's case) and 
corporations 20 per cent (36 per cent at Toronto). These 
figures thus suggest that, while Canadian corporations may 
indeed be less generous in general than their U.S. 
counterparts (or parents), Canadian universities may depend 
more on corporate support than do their U.S. counterparts. 
Not much should, however, be made of this very tenuous 
comparison. 


Martin, op. cit., p. 168. 
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Joseph Berman and Edward Waitzer, "Public Policy and the Tax 
Treatment of Philanthropy", The Philanthropist, Winter 1982- 
So pep. 76. 


Wolfe Goodman, "Proposed Changes to the Tax Credit System", 
The Philanthropist, Winter 1982-83, p. 20. 


This is the "Give" part of the "Give and Take" campaign 
mounted in recent years by the Coalition of National 
Voluntary Organizations. See, for example, Coalition, 
Voluntary Action (Ottawa, 1982) as well as House of Commons 
Debates: Voraei27'No. oo CAori bese 1984 po me265,7 60 


A much more extensive treatment of this subject, including 
the historical development of the various provisions, may be 
found «in Bird=and Bucevetsky:, -op. Felts, pp. loO-22- a ime 
present review is limited to a description of the existing 
provisions. 


Since the only tax at death now existing in most of Canada is 
the tax on income (including deemed dispositions of 
appreciated property) in the year of death, there is probably 
less incentive to leave charitable bequests - which now come 
to a much greater extent than before out of the pockets of 
heirs - than there was before the effective disappearance of 
death taxes almost a decade ago: for an extended treatment 
of the issues involved in the introduction of the capital 
gains tax at death in replacement of estate and inheritance 
taxes, see Bird and, Bucovetsky, Op. Cit. 8 pp. o59—50. 


See, for example, the discussion in House of Commons Debates, 
April 3, 1984, pp. 2659 (Mr. McLean) and 2667 (Mr. Roche). 


If a claim of the full market value of an appreciated asset 
would not pierce the 20 per cent limit, it will always pay 
the donor to elect full value. The appropriate choice will 
be a lower amount if he is constrained by the limit. See 
M.W. Bucovetsky, "Tax Law Made Easy", Canadian Tax Journal, 
22 (Jan. =Feb. 1975), 62-86. 


Actually even if a certified asset is sold to a designated 
institution, the seller is spared the tax on any capital 
gain, although of course he cannot claim a charitable 
donation since he (unlike the government) did not give 
anything away in this case. 


Interpreting this provision has led to such convoluted 
reasoning as the following from Department of Communications, 
Cultural Property Export and Import Act 1980-81 (no 
pagination): 


"The phrase “publicly owned", if interpreted in its 
strictest sense, would preclude designation of the 
many public museums and galleries chartered as non- 
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profit corporations as well as those under the 
auspices of churches. It has been ruled, however, 
that "publicly owned" can be interpreted as meaning 
"owned by a segment of the public" if that segment is 
large and non-exclusive. As a result of this 
interpretation, church archives, for example, are now 
considered eligible for designation under the Act." 


Department of Communications, Cultural Property Export and 
Import Act 1982-83, p. 35. For a vehement protest at this 


ruling - labelled a “sellout to revenue" - see The Canadian 
Taxpayer, 6 (May 8, 1984), pp. 78-79. The gist of this 
protest appears to be that the Board has only one task, to 
certify the cultural importance of the property, and not the 
two tasks apparently set out in the law, of certifying not 
only the importance but also the value of the asset. 


All data come from the 1982-83 issue of the Report cited in 
note 43. (Note that these amounts, unlike gifts to the 
Crown, are presumably already included in the estimates of 
giving presented in Chapter 2 above.) 


Foreign universities which are explicitly named in the income 
tax regulations constitute another category of eligible 
recipient. The other five are Canadian municipalities, the 
United Nations and its agencies, registered Canadian amateur 
athletic associations, housing corporations (tax-exempt 
entities providing low-cost housing for the aged), and 
foreign charities to which the federal government has made a 
gift within a specified recent period. 


A “public foundation" is obliged to meet the "80 per cent of 
receipted donations" rule, and, further, its charitable 
disbursements must also exceed 90 per cent of its income for 
the year. The most detailed spending rules apply to private 
foundations where, presumably, the greatest opportunity for 
abuse of tax-free status exists. Such foundations are 
required to spend at least 90 per cent of their income on 
charitable activities, subject to a further test ensuring 
that 90 per cent of income from non-widely-traded assets came 
to at least 5 per cent of the fair market value of those 
assets. 


"If tax law changes, universities are in a bind", University 
Affaars october 1985. spn. “97.622.. 


Actually, many higher-income individuals may also in effect 
"Claim" the tuition deduction by means of: a rather simple tax 
planning device which amounts to making a properly documented 
interest-free demand loan of income-producing property to a 
child (over 18): the child will then be subject to tax on 
the income but he or she may also of course deduct his 
tuition fees against that income. The net result, of course, 
is that those parents with sufficient money to play this game 
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in effect pay tuition fees out of before-tax rather than 
after-tax income. 


Department of Finance, Government of Canada Tax Expenditure 


Account (Ottawa, 1979), p. 86. 


There has also been considerable recent discussion about 
another income tax interpretation affecting some academics, 
namely the appropriate tax treatment of artists: this 
problem appears now to be in the process of being resolved in 
such a way as to enable some faculty members to claim much 
larger deductions from income than would otherwise be 
permitted. Further discussion would, however, take us too 
far away from the main topics of this report. 


Parenthetically, there are also some commodity tax 
concessions affecting universities - e.g., exemption of 
technical and educational books and of many items bought by 
educational institutions from federal and provincial sales 
taxes (as well as exemption from municipal property taxes). 
Although these items should really be treated explicitly in 
any full study of the interaction between the tax system and 
educational finance, they are not further discussed in the 
present paper. 


see, Statistics Canada; Einancial Statisticsrofseducation, 


1980-81, p. 65, for tuition fees. The 1980 estimate of the 


"tax cost" - note that this is a rather tricky concept on 
which there is an extensive literature that is not discussed 
in detail here - of the itemized charitable contribution and 
the standard deduction combined was $375 million for 
individuals (with an additional $50 million for 
corporations): see Department of Finance, Government of 


Canada Tax Expenditure Account (Ottawa, 1980 pep eaceeent 


most, perhaps 15-20 per cent of this amount may be attributed 
to educational giving (assuming such giving mostly comes from 
corporations and higher-income individuals). 


As Mauksch, op. cit., documents, tax incentives for charity 
in other developed countries do not amount to much in 
practice. In Sweden, for example, corporate donations are 
deductible only when they meet the criteria for a business 
expense. Under the Swiss federal income tax, individuals may 
not deduct charitable contributions, although enterprises may 
do so with few restrictions: the more important cantonal 
income taxes, which vary widely from canton to canton, 
usually allow some limited deductibility. In Belgium, 
corporations may deduct gifts to a limited number of 
organizations subject to a limit of the lesser of 5 per cent 
of net income or 10 million francs. Germany has a similar 
limit of 5 per cent (10 per cent for scientific purposes) or 
0.2 per cent of the sum of net payroll and turnover. The 
limit in France is 0.1 per cent of turnover in France (0.2 
per cent for certain certified research institutions). 
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Finally, in the Netherlands the maximum is 6 per cent of pre- 
tax profits. In none of these countries do there appear to 
have been any empirical studies of the effects of taxation on 
giving. 


J.A. Johnson, "The Determinants of Charitable Giving with 
Special Emphasis on the Income Deduction Under the Income 
Tax - A Survey of the Empirical Literature", Working Paper 
No. 82-29, Department of Economics, McMaster University, 
August 1982. 


See Charles T. Clotfelter, "Tax Incentives and Charitable 
Giving: Evidence from a Panel of Taxpayers", Journal of 
Public Economics, 13 (1980), 335. 


RDS Hood,.o.As.Martin, -and7lsS. Osberg, “Economic 
Determinants of Individual Charitable Donations in Canada", 
Canadian Journal of Economics, 10 (Nov. 1977), 653-69. 


The figures were 2.2 (price) and 1.2 (income) for educational 
giving and 0.5 (price) and 0.6 (income) for religious giving: 
Martin Feldstein, "The Income Tax and Charitable 
Contrupucsons: kart lle=2ihe impact on Religious, 
Educational, and other Organizations", National Tax Journal, 
28 (June 1973), 217. These income elasticity findings were 
confirmed, but the price elasticity results were 
contradicted, in a later study by William Reece, "Charitable 
Contributions: New Evidence on Household Behaviour", 
American Economic Review, 69 (March 1979), 148. 


See the references in note 36 above. 


This account is based on a brief summary of the study (by 
Rudney, Dennis, and Wyscarver) in Giving U.S.A. 1983, p. 16 
and on a telephone conversation with the principal author. 
(Unfortunately, the study itself was not available in time to 
permit a more precise citation.) Another recent study that 
has as yet only been seen in summary form is by Charles T. 
Clotfelter, Tax Policy and Charitable Giving (University of 
Chicago Press, forthcoming): as summarized in NBER Reporter 
(Summar 1984), pp. 8-10, stresses the consistency of 
empirical results (such as those shown in Table 11) on 
individual giving and finds similar, smaller, price and 
income effects for corporate giving. 


See Robert Sugden, "On the Economics of Philanthropy", 
Economic Journal, 92 (June 1982), 341-50; also David A. 
Collard, “Economics of Philanthropy: A Comment", Economic 
Journal, 95(Sept. 1983), 637-38. ~ (ihere 1s..of coursexan 
extensive literature on the economics of philanthropy and of 
public subsidies to private charity which is not further 
discussed here.) 


Sugden, op. cit... ip... 350. 
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Earler.sCheit. and* Theodore’ E-Cobmaneiit, “Rrivace 
Philanthropy and Higher Education: History, Current Impact, 
and’ Public Policy Considerations,” in Research Papers 
Sponsored by the Commission on Private Philanthro and 
Public Needs (Washington: Department of the Treasury, 1977), 
Voli shie pres 0 3 


Ibid. pp. 492-94. his study alsovplistsat 1vesouner 
functions which seem less relevant to Ontario. 


"Report of the Presidential Advisory Committee on 
Institutional Strategy" (University of Toronto, June 1983), 
pp. 4-5. 


Salem Alaton, "Drumming-up Donors", Globe and Mail, May 5, 
1984. 


At the University of Toronto, for example, one of the 
"reforms" of the late 1960s was that address records were no 
longer kept of students' parents, with the result that 
Toronto has not been able to mount a campaign at this obvious 
target group (unlike, for example, Queen's). Similarly, 
Toronto has long had a policy of accepting only "fully 
funded" professorial chairs and buildings. The Committee 
cited in note 63 recommended that "...donors should be 
informed that their names can be attached to professorships, 
wings or rooms in buildings, specific laboratories and 
specific library collections, by making gifts of substantial 
but smaller size" (pp. 5-6). Western Ontario has apparently 
gone much further in this direction in its latest campaign in 
which alumni are reportedly being asked to give money for 
such items as "medicine chests and wastebaskets to go into a 
new residence" (University of Toronto Bulletin, June 25, 
1984, p. 2). The article does not make it clear whether a 
donor may, if he or she chooses, get his or her name 
inscribed on the wastebasket - but why not? Seats in 
university lecture theatres, like those in Roy Thomson Hall - 
hardly fully funded by the family whose name it bears: - can 
bear name plates of donors and still serve their prime 
function without hindrance. So can wastebaskets, medicine 
chests, elevators, laboratory equipment, and indeed almost 
any item in a university setting. 


Three portmanteau quotations from officials of public 
colleges may capture the flavour of some of the current U.S. 
literature: (1) "Fundraising is like milking a cow the old- 
fashioned way... You have to sit down beside them and go to 
work... The president spends one-third of his time working 
on development." (2) "The [college] foundation's board of 
directors have no faculty members or students. This is not a 
collegial organization...forget about blacks, indians, women, 
and mothers. The board has nothing to do with affirmative 
action... Your business is fundraising." (3) "We used to 
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have a lot of good old boys and good old girls who loved to 
be trustees and come to meetings, but they never did a bit of 
good for the college...you need the best banker, the best 
attorney, the best major retailer, and the best physician" on 
the board. (All quotes from The Chronicle of Higher 
Educatsone. 26a0A0tTi1 167 19842psa14)< sNomdoubt. this, sort of 
thing is too hard-nosed, harsh, and unacademic for Ontario 
universities, but it does perhaps serve to make the point. 


See text at note 2 above. 


Partnership for Growth: Corporate-University Cooperation in 
Canada (Montreal: Corporate-Higher Education Forum, May 


1964). 


An interesting historical perspective is provided in James B. 
MacAulay and Paul Dufour, The Machine in the Garden: The 
advent of Industrial Research Infrastructure in the Academic 


Milieu (Ottawa: Science Council of Canada, 1984). 


Other countries seem busy fighting older battles, as witness 
two recent headlines in the education press: "Australia's 
Universities Vulnerable fo Federal Control", University 
Affairs, March 1982, p. 7; and "British Academics Accuse 
Grants Panel of serving as Agent of Government", Chronicle of 
Higher Education 28 (March 21, 1984), 25-26. 


rarinership sfoncGrowthywopsicit.;up..i)-. 


David, “Supporting Research with a Commercial Mission", p. 
Via 


Wal teras. Sbighty ae brasnrerowenss OCunrNeglected “Resource”, 
University sof toronto) bulletin, sJuly 23 >. 1984 prpio olZ. 


This aspect is stressed by Patrick Phillips, "Trends in 
Privareroupportt, UniverszeycAffairs; 40ct «1982, ps4 16. . Some 
companies, of course, also provide financial support to the 
student dependents of employees - usually conditional on 
their maintaining a satisfactory performance level. Some 400 
corporations in Canada also match the gifts of their 
employees to universities: this may not be quite "A license 
to print money": as one article called it (Dalhousie Alumni 
News, Winter/Spring 1984, p. 24), but it is certainly a 
reason for universities to target especially those alumni 
whose companies have such programs - as indeed most 
universities already appear to do. While undoubtedly still 
more could be done to publicize this program by universities 
and companies alike - the otherwise exhaustive manual on 
employee benefits distributed by IBM Canada, for example, 
fails to mention that they have such a program - it really 
falls under the heading of corporate philanthropy and is not 
further discussed here. 
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Partnership: for’ Growth, op. cit. ,op: 6649 for ianstancer 
mentions a case where a university refused "an appeal by a 


group of 30 chemical engineers for a post-graduate course 
"because no funding was available". It is not made clear, 
however, whether the engineers, or their employers, were 
given the option of paying for the full cost of providing the 
desired course. 


Nine such fellows received the grand total of $107,000 in 
1982-83! (MacAulay and Dufour, p. 40.) 


See Partnership for growth, pp. 60-63, for a favourable 
assessment of the cooperative program (under certain 


conditions) from both a business and a university 
perspective. The major problem noted, quite correctly, in 
this account is that government funding does not adequately 
cover the full cost of running such programs (p. 62). Again, 
however, it is not exactly made clear why it is government 
(taxpayers in general) who should appropriately bear these 
costs rather than the direct beneficiaries - the students who 
earn income and have better job prospects and the companies 
that receive services and get a leg up on hiring good 
graduates. 


The company is Sciex Inc., which now has almost 100 
employees. Although the original partners sold this company 
to MDS Health Group Ltd. in 1981 largely in order to raise 
capital, the university still owns the basic patents to the 
"sniffer" produced by. this company. However, asa recent 
Toronto Star (July 26, 1984) story noted, "...even though the 
university owns the rights to the sniffer's technology, it 
cant afford to buy one": .bothson its. face andcal ber oeeber 
thought, this statement seems unbelievable, if true. Surely 
both company and university would gain if the former had the 
benefit of more and different work with and on its equipment 
and the latter had access to more up-to-date technology. 


MacAulay and Dufour, p. 72. 


The second reason is in part based loosely on ibid., pp. 62- 
ehe 


Partnership for Growth, p. 70. 


Ibid., pp. 28-29, 39-40. (The Great Lakes Institute, which 
has no corporate partners listed, has been omitted from this 
leis.) 


See, for example, the recent establishment of a Centre for 
Nuclear Engineering at the University of Toronto (University 
Affairs, March 1984, p. 6). 


There are as many difficulties in working with data on 
"research" as with any of the other data sets discussed in 


Os 


86. 
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Liemimesecitpdper., Lt is almost ampossible, for example,’ to 
reconcile these numbers with those found in the education 
Sot SulcopUsod,eaniier..) he publicatbon cited in. table 13 
should be consulted for many useful qualifications and 
CaUlLMONs sO. the, figures in, the table, although: it~should 
perhaps be noted that the precise method used to estimate the 
university contribution to university-performed research is 
not revealed there. 


As an illustration of the pitfalls awaiting the careless 
USer Of Statistics, the Commission's publication on 
Background Data (June 1984), p. 15, shows $252 million in 
PoOunNsOrec meseanches LnNeOntario univers does ine 96)] vor 42 
per cent of the Canadian total of $604 million.: From 
SUdListics, Canada, Canadian science: Indicators, 1983, (9... 18, 
however, it may be estimated that Ontario universities 
performed only $287 million (or 35 per cent) of total 
university-performed R and D (i.e., research in natural and 
nNealti sciences, only) cf $828 millioncain) 198i. In addition, 
the same source (pp. 29-30) shows that in total university 
research in Canada in 1981 was $1,138 million (no regional 
breakdown is provided), of which 52 per cent, or $654 million 
Was ef unded. directly.j~out of -university funds j. with che balance 
of $484 million coming from outside sources, including $70 
miilion from private sources ($57 million from "private non- 
profit", $4 million from business enterprises, and $9 million 
from foreign): compare Table 8 above, which shows that 
universities received $93 million in sponsored research 
revenues from private sources in 1980/81. 


Of course, as every newspaper reader presumably knows, direct 
business expenditure on R and D in Canada is still low in 
relative international terms, although the significance of 
this oft-reported fact is far from clear. 


Statistics Canada, Canadian Science Indicators 1983, pp. 28- 
29% Unis Source: doa tama fling, because Jt also rerersi on 
the same page to estimating R and D based on the amount of 
time spent by university staff. Unfortunately, we were 
unable to find out exactly how the published estimates were 
produced since the publication cited in the reference was not 
available and time did not permit further investigation of 
this puzzles 


Pela macter .ot .DasSsumayinteLrest..tb1d., .P.wceyehalcher 
Casually attributes $150 million of the $376 million of 
University-financed R and Din 1982 to the federal government 
when discussing federal support for research - but fails to 
mention the other $226 million as a provincial contribution 
when discussing the role of the provincial governments in 
Canagans. research picture! . (Nowbasis Wsudiven for this split 
in any case.) 
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The Department of Finance has estimated that of total 
government-supported R & D, amounting to about $445 million 
in 1982, ‘$240 million was in direct grants and $705 mirrion 
was the value of R & D tax allowances (Hon. Mare Lalonde, 
Reseanc and, Development tlax hobictes.. aatdle mon 
Consultation, “Department “off inance,. Apr. 1705.) ame ne 
present discussion will not detail the new tax incentives 
proposed in that paper and since enacted (the Share Purchase 
Tax Credit and the Scientific Research Tax Credit). The 
recent changes have probably tilted the balance of division 
of total government expenditures more toward the tax 
instrument side than was the case in 1982. 


Regulation 2900 defines eligible and non-eligible spending 
activities. Market and promotional research, routine quality 
testing and product improvement, and style changes are 
excluded. Research in the social sciences or the humanities 
is also excluded in keeping with the apparent usual distaste 
for such “soft" research by all but universities themselves. 
How the obvious “hard science" bias of government policy may 
be reconciled with statements such as that by Walter Light 
quoted at the beginning of this chapter is a question not 
easily answered. In this connection, it is perhaps worth 
noting thatthe standard OECD definition of R andso) tincludes 
"creative work undertaken on a systematic basis in order to 
increase the stock of knowledge, including knowledge of man, 
culture and society, and the use of this stock of knowledge 
to devise new applications" (as quoted in Canadian Science 
Indicators 1963 ..-0.. loe=--although ‘tnrs spuplicarronms sels 
uses "R and D" almost throughout for research in natural 
science and engineering work only). 


A careful international comparison suggested that Canada's 
generosity in this respect was exceeded only by Singapore: 
see D.G. McFetridge and J.P. Warda, Canadian R and D 
Incentives (Toronto: Canadian Tax Foundation, 1983). 


Two devices may be used to "flow" the tax benefits from the 
spending firm to others: the Share Purchase Tax Credit (sec. 
127.2 of the Income Tax Act) and the Scientific Research Tax 
Credit (sec. 127.3). For details see P.M. Farwell and 0.8. 
Turner, "The New Tax Rules for Investors in Research and 
Development Companies", Canadian Tax Journal, 32 (Jan.-Feb. 
1984), 121-136. We will not elaborate further because, as 
there noted (125), these devices are not of direct use to 
universities or other non-taxable organizations in respect to 
the R & D they themselves finance. Of course, this means in 
a sense that these measures constitute a government boost, in 
relative and absolute terms, to non-university research. 


Renate Lerch, "Report Tells Ottawa to Rely on Market for 
High=Sech Stimulus.) panancial (Post, wIuly 25,0. 9604. Deuec er 
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The Ontario government, of course, has already announced both 
a $10 million dollar annual program for three years, to 
"match" private research money (at the rate of 50 cents to 
tie wpravare dollan), as well as its’ intention to establish 
PinnovarcLom centres” invuniversities (see Hon. Larry 
Grossman, montario Cudget, 1984 (May 15, 1984), pp. 7, 10.) 
Although these amounts are not large, a $20 million dollar a 
year increase in corporate-sponsored university research in 
Ontario (as would be needed to get the full $10 million in 
matching grants) would apparently require something like a 
ten-fold increase in the amount of such research now taking 
place directly in Ontario universities! 


For an eloquent, convincing, and in our experience quite 
accurate, account of She present situation, see James A. 
McPherson, "How Universities Sell Themselves Short", Canadian 
Research, 16 "(Oct. 1983), 27-29: All we would: alter in 
McPherson's paper is to attribute somewhat more of the 
responsibility for the present mess to government policies - 
without, however, in any way diminishing his plea for 
university administrations to realize what is going on and to 
do something about it. 
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Fercnersnip for Growth, p.. 70% 
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Business Week, July 9, 1964, p. 90. The. reference is to the 
development of university-based research parks. 


Lynn E. Brown, "Can High Tech save the Great Lakes States?" 
New England Economic Review, Nov./Dec. 1983, pp. 19-35. 


Federal task force on technology development as quoted in 
Perens. OD Clie as De Zor 


For a vivid example, admittedly from a particular 
perspective, of the sorts of problems that may emerge within 
a university owing to reliance on private support to shape 
the research effort, see D.H. Osmond, "Should U of T become a 
LHOspiversity’ 7", Wniversity of Toronto, Bulletin, April 23, 
ips pb, 14. “As a recent ‘controversy vateMcGil? University 
demonstrates, there are also possible problems of conflict of 
interest and the like that must be dealt with: see Stephen 
Strauss, "Guidelines are needed over ties between professors, 
companies", Globe and Mail, May 7, 1984, p. M7. 


Partnership for Growth, p. 82. 
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104. The Report of the: Committee on thes Pucures Roles on uUnmver— 
sities in Ontario (Ministry of Colleges and Universities, 
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